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TO INCREASE BENEFITS PROVIDED TO AMERICAN 
CIVILIAN INTERNEES IN SOUTHEAST ASIA 


TUESDAY, DECEMBER 3, 1974 

U.S. Senate, 

Ad Hoc Subcommittee 
or the Committee on the Judiciary, 

Washington, D.C. 

The subcommittee met, pursuant to notice, at 10 a.m., in room 6202, 
Dirksen Senate Office Building, Senator Quentin N. Burdick presiding. 

Present : Senators Burdick and Fong. 

Also present : William P. Westphal, chief counsel : Brian C. South- 
well, deputy counsel; and Kathy M. Coulter, clerk. 

Senator Burdick. This morning we are meeting to receive testi- 
mony on S. 1728 which contains proposed amendments to the War 
Claims Act of 1948. 

There are two separate amendments, the first providing an increase 
in benefits paid to civilian internees in Southeast Asia from the present 
$60 per month to $150 per month. This would be paid out of the War 
Claims Fund and would amount to a total of approximately $275,000. 

This measure was passed by the Senate on October 8, 1973, and sent 
to the House. It was amended by the House to provide certain priorities 
in payment of claims by individuals and corporations for property 
lost in World War II which is the subject of today’s hearing. 

The War Claims Act was intended to provide some measure of relief 
to U.S. citizens and U.S. corporations who suffered injury, death or 
property loss as a result of the hostilities with Japan and Germany. 
They were to be paid as a matter of grace from the moneys received 
from the sale of enemy assets. 

Because the claimants had no vested rights in the fund and because 
full payment of all claims was unlikely, Congress authorized payment 
through a system of priorities based on equity. 

Personal injury and death claims were given first priority, with 
claims of small businesses, and those of $10,000 or less also paid in full. 
In 1970 further amendments gave full satisfaction of claims by reli- 
gious, charitable, and similar nonprofit organizations and authorized 
additional payments not to exceed $35,000 of which $11,000 has been 
paid to date. All claims not yet fully satisfied were to take from the 
balance on a pro rata basis. 

Six thousand six hundred and ninety-two claims have been fully 
satisfied of approximately 7,000 total claims. The total expenditure 
to date is approximately $350 million. The remaining 161 corporate 
and 187 individual claims represent the largest of the nonpriority 
awards. 

( 1 ) 
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The payments which luave been made to date can best be summarized 
as follows: 

Thirty-four death and personal injury awards paid in full totalling 
$510,035. 

Two hundred and fifty-one small business awards paid in full, 
totalling $12,026,093. 

Five thousand six hundred and thirty-four awards of $10,000 or less 
paid in full totalling $13,059,352. 

I hirty-three religious, charitable and nonprofit awards paid in full 
totalling $24,189,313. 

Eight hundred and eighty-six individuals have received payment of 
$35,276,571 leaving 187 individuals with a remaining unpaid claim 
balance of $6,578,916. 

One hundred and ninety-nine corporations have received payment 
of $249,441,491 leaving 161 corporations with a remaining unpaid ' 

claim balance of $94,700,830. 

The amendment made by the House has now proposed a payment 
priority which would satisfy all individual claims up to $500,000 and 
pay up to $50,000 on each corporate claim with the balance of any 
funds remaining after these priority awards to be divided pro rata 
by the corporations. This proposal would require an additional $6 mil- 
lion in priority payments and reduce the pro rata fund accordingly. 

It is anticipated that a total of $20 million will be available for Ixtth 
the. priority and the pro rata disbursement from the fund. Under the 
present law, priority payments would take approximately $5,300,000 
leaving a fund of $14,700,000 to bo distributed pro rata. The House 
amendment would require $11,300,000 in priority payments and reduce 
the pro rata fund to $8,700,000. 

At our hearing today we will hear from various claimants, individual 
and corporate, who, variously support or oppose the House amend- 
ment. Before (ailing our first witness a copy of S. 1728 as passed by 
the House will be incorporated in the hearing record and be received 
without obj ecti on . 

[The bill, S. 1728, follows :] 


•*- 
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93d CONGRESS 
2d Session 


Union Calendar No. 560 

S. 1728 

[Report No. 93-1179] 


IN THE HOUSE OF REPRESENTATIVES 

October 9, 1973 

Referred to the Committee on Interstate and Foreign Commerce 
July 3, 1974 

Reported with amendments, committed to the Committee of the Whole House 
on the State of the Union, and ordered to be printed 

[Strike out all after the enacting clause and insert the part printed in italic] 


AN ACT 

To increase benefits provided to American civilian internees in 
Southeast Asia. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 That se ct i o n 6 (i) (3 )- el the Was Cl a ims Aet of IMS 

4 -{§6 App. U.S.C. - 2904 -( i) ■ ( & ) ) is a mended to substitute 

5 fe? 

6 That section 5(i)(3) of the War Claim, s Act of 1948 (50 

7 App. U.S.C. 2004 (i) (3) ) is amended by striking out 

8 “$60” and inserting in lieu thereof “$150”. 

9 Sec. 2. ( a) Section 213(a) (3) of the War Claims Act 

10 of 1948 (50 App. U.S.C. 20171(a) (3) ) is amended to 

11 read as follows: 

I 
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4 ‘‘{3) Thereafter, payments from time to time on ac- 

2 count of the other awards made to individuals pursuant to 

3 section 202 and not compensated in full under paragraph 

4 ( I ) or (2) of this subsection in an amount which shall be 

5 the same for each award or in the amount of the award, 

6 whichever is less. The total payment pursuant to this para- 

7 graph on account of any award shall not exceed -$500,000.” . 

8 (b) Section 213(a) of such Act is amended by redesig- 
g noting paragraph (4) as paragraph (5) and inserting after 

40 paragraph (3) the following new paragraph: 

14 “(4) Thereafter, payments from time to time on account 

12 of the other awards made to corporations pursuant to section 
43 202 and not compensated in full under paragraph (1) or 

14 (2) of this subsection in an amount which shall he the same 

15 for each award or in the amount of the award, whichever is 

16 less. The total- payment pursuant to this paragraph on account 

17 of any award shall not exceed $50,000.”. 

Amend the title so as to read: “An Act to amend the 
War Claims Act of 1948 to increase benefits provided to 
American civilian internees in Southeast Asia and to pro- 
vide for additional payments on awards made to individuals 
and corporations under that Act.”. 

Passed the Senate October 8, 1973. 

Attest: FRANCIS R. VALEO, 

Secretary. 
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Senator Burdick. Also the House hearing record will be incorpo- 
rated by reference only. 

Our first witness is Congressman Eckhardt. 

Welcome, Congressman. 

STATEMENT OF HON. BOB ECKHARDT, A REPRESENTATIVE IN 

CONGRESS FROM THE EIGHTH CONGRESSIONAL DISTRICT OF 

THE STATE OF TEXAS 

Mr. Eckhardt. Mr. Chairman, I certainly appreciate this commit- 
tee’s hearing me today, and I appear here only because I was most 
active in setting up the hearing in the subcommittee on the House 
side, since John Moss, the chairman of my subcommittee, was at the 
time recuperating from an operation. 

I must say frankly that the merits of the bill that passed the 
House ultimately, that is, S. 1728, came to me as the result of study- 
ing the problem here involved, and hearing the witnesses to it. I think 
it first must be clearly understood— and I am sure that the members 
of the committee do understand it, but perhaps it is not generally 
understood by members of either body — that this of course is not the 
same as a claim in bankruptcy in which various claimants are making 
a claim against a contractual interest. It constitutes in effect a rather 
bounteous grace on the part of the Government to try to do the best 
that can bo done to relieve the suffering of certain American citizens 
who suffered loss because of action taken by the enemy. Typically, 
these claims arise from Nazis taking over a family-owned corporation 
or a family-owned business in which there was an American interest, 
for instance, the case of the children of someone who may have been 
a national of Germany. 

Now of course the claims include both corporate and private in- 
dividual claims. As is known, the amount available is very inadequate 
to satisfy all the claims and the chairman has set out basically what I 
have said in the first few pages of my testimony. I would only repeat 
to say that there remain unpaid portions of 186 awards to individuals. 

My figures indicate a total of $6,525,000, Mr. Chairman. I think that 
is roughly t'he same as the chairman stated. There also remains 161 
awards to corporations, totaling $04,700,000. The remaining assets 
of the War Claims Fund, however, are far less than the total of these 
unpaid awards. 

Mr. Chairman, under existing law each award holder would receive 
up to $24,000 plus a pro rata share of the amount remaining in the 
F und, if any, after the $24,000 distribution. Thus, under the existing 
law the corporate award holders would receive 96 percent of all pro 
rata distribution. 

Now we in the House, recognizing that the funds are not adequate 
and recognizing that to follow the present system would result in 
rather small recovery by those who had lost everything they had in 
connection with certain actions by enemy forces, typically of course 
the Nazis seizing the business of Jewish extraction in Germany — we 
felt that preference should be given to the individual claims. This 
would cost the corporate claim holders approximately 20 cents on the 
dollar, but it would give really substantial reparation to those who 
lost all they had. In other words, it is the difference between making 
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whole those who were the victims of a disaster and making whole those 
who engaged in a. business enterprise and ultimately lost. 

Mr. Chairman, to give a typical example of one of the major cor- 
porate contender’s case, I could use the case of Boise Cascade. I hope 
the committee will understand that what I say here is of course in no 
way to detract from counsel who represent the various corporate claim 
holders, because of course they are concerned about recovery of several 
million dollars for their clients and it is quite understandable that they 
would take the position that the present law should continue in effect. 

When I was practicing law, you know, I used to say to some of my 
colleagues on the other side of the table somewhat facetiously that 
1 wished I was on their side because if they won, they had a degree 
of victory, and if they lost, they knew that justice had been done. And 
J am also quite, sure that even some of the advocates must understand 
that this is a question really of fundamental justice. 

But getting back to the case of Boise Cascade, it goes something 
like this. Boise’s claim arises from the loss of Shanghai Power Co., 
which was purchased by or was a part of American & Foreign Power 
Co. American and Foreign had completely written off Shanghai as 
worthless at the time that it consolidated with Ebasco Industries. Sub- 
sequently Ebasco was purchased by Boise Cascade, and therefore, af- 
ter 30 years with four changes in corporate structure and with pur- 
chasers always anticipating the lack of any value with respect to 
Shanghai, Boise was nevertheless able to recover $5 million up to the 
present time on the claim for Shanghai, i'tnd if this bill is not passed, it 
will recover another $3 million. 

On the other side of the scale we had a number of persons — and in- 
cidentally, that happens to be information that was contained in Boise 
( -ascade’s corporate publication, which 1! have a copy of, and I should 
like to ask permission to have it made a part of the record at this point. 

Senator Bui dick. It. will be so inserted. 

[The corporate publication referred to follows:] 

Thk Venerable Shanghai Power Company 
(By Alice Dieter) 

Boise Cascade may benefit financially from the dramatic and sudden change 
in relations between the U.S. and China. The money, which the company has 
never really counted on and doesn’t today, would come from a settlement of U.S. 
claims totaling 3200 million for American property expropriated by the Chinese 
in 1950. 

Boise Cascade's claim is based on its ownership of 80 percent of the common 
stock of the venerable Shanghai Power Company, a property worth $50 million 
which came to Boise Cascade in 1969 through its merger with Ebasco Industries. 

The Shanghai property has never been carried by Boise Cascade as either an 
asset or a liability. In fact, even Ebasco’s predecessors had written the property 
off many years ago. 

Interest in the Shanghai Power matter has heightened considerably since it 
became evident that relations between the U.S. and China were moving toward 
relative cordiality. Settling old business debts is an invariable prelude to re- 
establising formal diplomatic recognition, which is considered a virtual cer- 
tainty in the case of China and the U.S. 

The story of Shanghai Power is a fascinating bit of recent history. When 
the government of the People's Republic of China took over the electrical utility 
it, acquired what was by anyone’s standards one of the world's important utility 
properties. 
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Shanghai Power began in 1901 as the electrical department of the municipal 
council administering Shanghai’s famous International Settlement. Under the 
now repudiated concept of “extraterritoriality, foreign nationals doing business 
in C hina operated under laws of their own countries. Thus the International 

Settlement was, in effect, a western city within China. . 

The Shanghai Municipal Council sought a buyer for the utility m 1929 because 
management responsibilities were becoming more than the council wanted to 
handle. The successful bidder was the Shanghai Power Company, an offshoot of 
American & Foreign Power Company, a U.S. corporation with extensive utility 
holdings in Latin America. American & Foreign Power eventually merged with 
Electric Bond and Share to become Ebasco just two years before Ebasco merged 

with Boise Cascade. ... . .. 

After its successful bid, Shanghai Power found itself with a steam generation 
and electrical distribution system already producing 535 million kilowatt hours 

^Luring the 1930s, both Chinese and foreign industrial developers were attracted 
to Shanghai by the power company’s rates, then the lowest in the world ; its 
abundant supply of electrical energy ; the treaty port status of Shanghai , and the 
relative stability of the area, in part made possible by _tlie presence of powerful 
foreign gunboats. During this period, from 50 to 75% of Chinas industrial 
capacity was in the Shanghai area, and Shanghai Power’s annual kilowatt out- 
put eventually passed the billion mark. Even today all of Alaska is consuming onl } 

a little over one billion kilowatt hours. . 

Letters written by the power company’s original officers describe with entnusi- 
asm the size and potential of their new acquisition’s operating area. With some- 
what less enthusiasm, the American businessmen reflected on the British way 
of doing business, marked by the tradition of taking time for tea no matter what 
and on dealing with the Chinese, whose thousands of years of highly cultured 
existence dictated that in all things they be subtle, oblique and, of course, 

inscrutable. . .. . . TT c 

Reginald Edwards, Shanghai Power’s secretary-treasurer and the last U.S. 
manager to leave following the expropriation, reported that from the very begin- 
ning the policy was to gradually build a management nucleus of Chinese. As a 
result, the western executive corps of 70 was reduced to 25 by 1015, when Shang- 
hai Power began to rebuild following the end of the war with Japan. 

The impact of the Japanese incursion into China was first felt by Shanghai 
Power in 1937 and reflected in the American & Foreign Power Company’s annual 
report for that year. The Japanese Army had captured Shanghai. The company 
suffered some loss of transmission and distribution equipment during the infa- 
mous bombing of Shanghai. There was also a significant drop in power usage 
and revenue. , , . , , 

The 1937 bombing and subsequent fighting were reported to shareholders as the 
“Shanghai incident.” Considering the magnitude of the struggle, the damage was 
slight and by year’s end demand for power was again on the upswing. 

Tinder Japanese influence, the International Settlement continued to exist ini- 
tially. One newspaper described it as “a small piece of neutral territory in the 
middle of a battlefield.” Local Chinese officials were simply displaced by 

Japanese. , , . 

Subsequent reports to stockholders indicated a growing electrical output, but 
any business benefits were outweighed by political and economic instability. In- 
flation kept exchange rates zooming as Chinese currency lost value, the output 
of Chinese coal mines was lost and the cost of fuel to operate the electrical gen- 
erators increased significantly. Transportation costs climbed, too, as the war in 
Europe began and much of the world’s merchant shipping fleet was drawn into 
the task of supplying the allied war effort. 

By 1941, even Shanghai lost its unique status. Japanese presence became mili- 
tary occupation. Officers of Shanghai Power were interned. As far as share- 
holders were concerned, the property in China was written off in 1941 and never 
again appeared as an asset on the books. 

When the war in the Pacific ended in 1945, the officers of Shanghai Power, 
some still living in internment camps, quickly repossessed the company. Its 
generating plant had been severely disabled and its crucial supply of coal totally 
depleted. 

For the next four years Shanghai Power, along with the city of Shanghai, 
worked to rebuild and expand. Shareholders of American & Foreign Power 
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wore given yearly report;-! of plant repairs ami additions and of expanding power 
capacity as the area grew and the economy revived. 

But turmoil in China continued. The 'civil war, interrupted by the Japanese 
invasion, resumed. It, was a titantic struggle for control of a sleeping giant of 
•-'00 million people, untold natural resources and developmental potential. No 
matter who won, the future of foreign Investors was to remain uncertain 
Shanghai Power Company operated entirely on its loeal income and resources. 
Authorities allowed no exchange for payout to foreign shareholders. 

So, In spite of the optimistic reports of increased power capacity and a growing 
market, realities dictated that ihe investment could not ho safety reinstated 
as a corporate asset. 

in 1950. with the final triumph of the People’s Army led by Mao Tse-tung and 
the flight of Ch ang Kai-shek and the Nationalists to Formosa, came the last 
word: “None of the foreign staff remains in Shanghai. Shanghai Power now has 
no contact with the Chinese locations and no di rent knowledge of their operations.” 

Before that Anal leave-taking, company officials witnessed Nationalist planes 
from Formosa, freak a pledge not to bomb llie company’s operating facilities. 
After the deliberate bombing, which Mao’s regime viewed as TJ S inspired 
company officers were required to spend daylight hours within the company’s 
main generating plant as insurance against furl her bombing. 

From that day on the major concern was to secure exit visas and transporta- 
tion to get western personnel safely out of China. 

Shanghai Power existed for western interests only as sheaves of corporate 
records volumes of annual reports, correspondence, charts and photographs, 
and in the testimony before war claims commissions convened to establish the 
value of expropriated property. 


inat value was first, recognized in 1967 when Ebasco was awarded $4.8 
million m compensation for damage and loss to property sustained during the 
war years. Claim payments came from the liquidation of Japanese and German 
holdings seized at the start of World War II. The payments amounted to 01. or! on 
the dollar. 


In a quirk of legal fate, the claims payment to Shanghai Power was again 
frozen by the IJ.S., tins time as a Chinese asset because, by law, the company 
is a Chinese entity.” Ebasco was allowed only reimbursement for pension 
payments made to retired Shanghai Power employees and an additional sum to 
continue their pensions and cover expenses entailed in claims actions. 

llie current, claim for $56 million was certified under the International Claims 
Act of 1949 and. with claims for other expropriations, is the subject of negotia- 
tions with Peking now. These negotiations will determine what share, if any, of a 
settlement Boise Cascade will realize. And the situation is certainly not simple 
Negotiations must also decide the final release of $78 million in Chinese assets 
Irozen and held in this country since 1950, including funds belonging to Shanghai 
Power. 

And, although Congress would probably not, be receptive, there may be pressures 
to present additional claims against China, claims that were not filed during the 
lH-month period m the mid-1960s when the international Claims Commission 
existed. New claims allowed now would undoubtedly reduce the size of the even- 
tual share each valid claimant would receive on its lost investment or propertv 
Even if all these loose ends are tied up, there is still another roadblock to a 
final closing of Shanghai Power’s hooks. Some stocks and bonds issued by the 
company exclusively within China in the early 1930s were pegged to the Shanghai 
tael, a local currency. 


Hoping to facilitate settlement, Boise Cascade asked a Delaware court to deter- 
mine the value of these Chinese securities. In n recent decision which is still sub- 
ject to appeal, Mr- court, held to the classical economic theory that a currency is 
only as valuable as its government can guarantee. Political disruption and con- 
sequent inflation erased the value of the Shanghai tael and succeeding currency 
issues, the court said. Near the end of the 1940s, $11.5 million Chinese dollars 
were equal to only $1 (TJ.S. ) . 

The pace of justice and diplomacy considered, it will he some time before the 
matter of Shanghai Power is ended. 

The human side of this small part of history is the story of men and women 
who worked to build the largest electrical generating and distribution facility in 
all of China. 


Reginald Edwards, the former Shanghai Power executive, writes about his 
experience from his retirement home in England. “Looking back on the 20-odd 
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years period the company existed under American management, from a detached 
pomt ol view as I can see now, it was quite magnificently rim under fantastic 
hv n ?Q 4 n nS ' ThroB ® hou J tllGre was virtually no return to the shareholders. But 
hf 1<M1 tL W ,X ! f e n and over plant and materials in the same state as 

reneWe and rehabilitated completel y aad converted 

mc,rnl, e oi tTi >0 ^ anCe t0 Chlna seneraiiy and to Shanghai itself cannot be over- 

t0 Sh ° W f ° r 20 yealS ° f elldeaV ° Ur 6XCept 


Mr. Eckiiardt. On the other side of the coin, Mr. Chairman, the 
claims of the individuals are typically of this nature, for instance, 
someone may have had a family business like say a bakery. They may 
have escaped confiscation of the bakery for a particular period of time 
by using some family business name or family corporation, but ulti- 
mately it was discovered that it was say, the Greenberg bakery and 
was ultimately seized by the Nazis. Everything was lost in that case. 
I no persons involved in such a venture were not in a position to 
choose whore they engaged in risk. They were simply doing the best 
they could to hold their family business intact. 

I should hasten to say that none of these claims can be made by 
other than citizens of the United States who at the time of the loss 
were citizens of the United States. So I think that, there is a vast dif- 
ference between the two categories of the plaintiffs. The person losing 
say, the family bakery would ultimately receive only a relatively small 
■ part of the loss of an entire family fortune if we do not change the law 
at this time. 

Now those it seems to me are the points which sustain the merits 
of tho action that has been taken up to this time. I certainly thank 
the committee for this opportunity. 

Senator Burdick. Well, Congressman, you have presented a good 
case for your proposition. 

Mr. Eckiiardt. Thank you, sir. 

Senator Burdick. I have some questions. You say that if the indi- 
vidual claims are paid in full, that the corporate claims will be paid 
out at tho rate of 80 cents on the dollar ? 

Mr. Eckiiardt. I don’t believe it would run that high. 

Senator Burdick. Well you said it would cost them 20 cents on the 
dollar. 

Mr. Eckiiardt. It would cost them 20 cents on the dollar of their 
recovery. Their recovery would bo reduced by 20 percent if the indi- 
vidual claims were paid first, in other words. 

Senator Burdick. I am still saying that they get 80 percent of their 
claim ? 

Mr. Eckiiardt. They get 80 percent of their entitlement under this 
claim. I think we may just bo bickering with words. I think generally 
though what you say is correct ; yes. 

Senator Burdick. With the $20 million available for payout, if the 
individuals are paid in full, then their entitlement, Mr. Eckhardt, 
based upon the $20 million, would be reduced 20 cents on the dollar. Is 
that another way of putting it? 

Mr. Eckiiardt. Yes; the amount they would receive if the House 
amendment became the law, Senator, would bo reduced by 20 percent. 

Senator Burdick. In other words your $20 million is undivided at 
this particular moment, correct ? Let us say it is. And if the individ- 
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unis are paid out in full on this entitlement, the corporations then 
would have to he reduced by 20 percent ? 

Mr. Eokhardt. That is right. 

Senator Burdick. Why should we take a different rule than we use 
in bankruptcy cases '1 There is no such preference when you have a 
bankruptcy claim, is there ? 

Mr. Eckitarot. Mr. Chairman., that is what I started out saying, 
that I think th is has to be distingushed from a case in which persons 
are making a claim against a fund to which they have a contractual 
right. In such a case T think as a matter of constitutional law, we can- 
not destroy their contract. Sometimes we do individuals injustice by 
following that rule, but we are bound to do it because there is a con- 
tractual right to a claim against the fund which remains, which is less 
than enough to pay the whole amount. 

And in this instance of course, nobody has a contractual right or 
any property right in the fund at all. The entitlement which is created, 
was created by statute. The fund comes from the sale of enemy assets 
that we seized and of course those assets had nothing to do with the 
assets of say Boise Cascade or any of the individuals involved. The 
question is, to what extent and in w T hat manner will we divide this 
fund, which we. have complete control over and in which nobody has 
a contractual right or a property right, and how do we best handle 
this to achieve the highest degree of equity? That I think is the dif- 
ference between the bankruptcy situation and the one here. 

Senator Burdick. You say tha.t when weighing or balancing the 
equities, an individual has lost everything and the corporations are 
still in existence. 

Mr. Eokhardt. That is correct. The corporation in the first place 
risked only a small part of its total capital, but they would take up 
the major part of the remaining amount. But, as I say, as a proport ion 
of the total investment of the corporation, the claim was very small. 

As I pointed out, it is extremely difficult to get funds back to 
those who lost them 30 years ago in a corporate situation because the 
corporation’s stockholders have changed even in the normal situation. 

And as I say, the example I gave of Boise Cascade, well, in that one 
there were even a number of acquisitions; there were three or four 
acquisitions or consolidations that occurred in the 30-year period. 

But in the case of an individual. Senator Burdick, it is that person 
who has the loss and it is that person who is recompensed for the loss. 

T should also mention that a number of these claims are insurance 
claims. In a case like that., of course, the insurance company was will- 
ing to take a risk overseas say in Germany and willing to take a risk 
overseas say in France. The insurance company was drawing premiums 
from all its risk taking. Now in Germany it lost whereas in France 
perhaps it didn’t. Of course, also it has great investments in the * 

United States. 

The f iling is that the insurance eompanv was in the business of risk 
taking and was paid for that risk taking through premiums, but it is 
now attempting to recover the losses where it bet and lost. Now that 
is not the situation of the individual. 

Senator Fong, May I interject here? 

Senator Burdick. Certainly. 
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Senator Fong. You say the insurance company is in the business of 
taking losses and is paid premiums to take that risk. If you say that, 
why do you class insurance corporations with other corporations in 
the same class? 

Mr. Eckhardt. Well, Senator Fong, perhaps there is a different 
equity there too. It is difficult for me to see much justification for an . 
insurance company’s recovery, but even in the case of a large corpo- 
ration, the large corporation is risking only a small part of its capital 
because it expects a gain with respect to its investment. Perhaps that 
gain was considerable before the taking of the property. So it at least 
had the choice of running the risk overseas or not running it. 

In the case of virtually all of the individual claims, there was no 
choice at all. This was a matter of family savings. 

Senator Fong. Now the insurance company claims, are these sub- 
rogation claims? 

Mr. Eckhardt. I think some of them are. I am not sure about that, 
but I think that is correct. Counsel could probably verify that. 

Mr. Westfhal. That is my understanding, Senator Fong, that they 
are filed on a subrogated basis and they have received about 65 per- 
cent to date. 

Senator F ong. I see. So insurance companies 'are actually now taking 
the place of the person who was at a loss ? In other words it paid the 
person under the insurance policy, and now they are asking to be 
subrogated in the place of that person, is that correct ? 

Mr. Eckhardt. That would be the case of those subrogations for 
corporate losses of the same type as the corporate claims. 

Senator Fong. Wouldn’t it be fair to give that premium back? 

Mr. Eckhardt. We haven’t asked that, and that has not been raised. 

Senator Fong. What I am trying to show is, in this business this 
is a risk they take. 

Mr. Eckhardt. I think it is. 

Senator Fong. And now they are asking to be reimbursed in full 
plus the premiums that they have received? 

Mr. Eckhardt. Frankly, I don’t think that is too different from the 
situation of a company that say purchases Shanghai Power Co. That 
was a risk too and it was an understood risk at the time it was taken. 
Frequently overseas investment may reap very large and even windfall 
profits. On the other hand they may result in the kind of losses that 
occurred here. 

Senator Fong. Now a corporation under your formula would lose 
20 cents on every dollar. Is that correct ? 

Mr. Eckhardt. Well, what I am trying to distinguish between is 
that they are not receiving 20 percent less than their entire losses, but 
they would receive 20 percent less on their recovery than if the law 
remains as it is today. In other words, we would reduce their recovery 
by passage of this bill by 20 cents on the dollar in order to give 
individual preference. 

Senator Fong. In other words if we didn’t enact this bill, they would 
recover 20 percent more ? 

Mr. Eckhardt. That is correct. 

Senator Fong. But still they would not be made whole? 

Mr. Eckhardt. Nobody would be made whole. 
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Senator Fong. Yes. Now with the passage of this bill as passed the 
ITouse how much would the corporations lose as distinguished from the 
individuals? W ould the individual be wholly paid ? 

Mr. Eckhaedt. The individuals have remaining awards totaling 
$(1,525,000. That is 186 awards. Out of the fund they could be paid 
wholly for this amount as I understand. Of course they are really never 
wholly paid because what they a,re getting is their capital losses after 
30 years, so nobody is really getting true value. 

Senator Fong. That is right, but what we are trying to do now, you 
see, we are trying to establish equities. Everybody has suffered. The 
corporations have suffered. They haven't used their money. The indi- 
vidual has not gotten his money and hasn’t used the money. 

I low would the difference between the individual and the corpora- 
tion come about if this bill is passed by the Senate, which was passed 
b v the House ? 

Mr. Eckhaedt. Well, let me see. There remains in the fund unpaid 
portions of 18(1 awards to individuals, which is $6,525,000, and there 
remains 1(51 aw ards to corporations, totaling $94,700,000. 

Mr. Westphal. Mr. Chairman, I believe I could supply the infor- 
mation the Senator wants. 

Senator Fong. Would you supply it for us later on ? 

Mr. Westphal. Well, I could give it to you right now. 

Senator Fong. All right. 

Mr. Westpiiau. Under the House amendment, $6.5 million approxi- 
mately would be paid to individuals. This would pay individuals in 
full. On the part of the House amendment under which each corpora- 
tion or corporate claimant would get up to $50,000 on its claim, (.hat 
would require $4.8 million. That would leave a balance of $8.7 million, 
assuming a total fund of $20 million. So it would leave a balance of 
$8.7 million available for pro rata distributions to corporations. 

So that under the House amendment the total payments that would 
go to corporations, assuming the $20 million is available, would be ap- 
proximately $12.5 million. 

Senator Fong. You say $15.5 million? 

Mr. Westphal. No; $12.5 million. 

Senator Fong. What was that? 

Mr. Westpiiau. No, excuse me, $13 million. 

Mr. Eckhaedt. So roughly two-thirds to the corporations and one- 
third to the individuals. 

Senator Fong. You divided the corporations into big corporations 
and small corporations, didn’t you ? 

Mr. Eckiiaisdt. Yes; that was under the McCollister amendment, 
which honored first up to $50,000, which is an advantage to those with 
the relatively smaller claims. That wouldn’t necessarily be the smaller 
corporations though, but there has been consideration in previous 
payments with respect to small business. 

Senator Fong. So some small corporations have been paid in full 
already? 

Mr. Eckhaedt. I don’t believe anybody has been paid in full. 

Mr. Westphal. Small corporations as defined by the Small Business 
Administration have been paid in full. 

Mr. Eckhaedt. Oh. yes. 

Senator Fong. And what is the ration ale on this $50,000 ? 
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Mr. Eckiiardt. The rationale was that when there is— well, actually 
this was a compromise that ultimately sort of sold the bill. Mr. McCol- 
lister on the Republican side offered this, which seemed pretty equit- 
able ; that is, that relatively small claims should have a preference over 
relatively big ones. 

Senator Fong. Do you know what happened in World War I? Do 
you know what we did then ? I mean, with respect to claims in World 
War I did we follow something like this ? 

Mr. Eckiiardt. No, sir, I don’t. I don’t know what happened in 
World War I. 

Senator Fong. You don’t know how they distributed the money ? 

Mr. Eckiiardt. No, sir. 

Senator Fong. Mr. Chairman, we would like to find that out. 

Senator Bxjrdick. All right, we will do what we can and make it a 
part of the record. 

[The information referred to follows :] 

Memorandum Prepared by the Staff of the Ad Hoc Subcommittee, January 8, 

1975 

Re : World War I War Claim Priorities 

Claims of damage to person or property as a result, of the hostile action of 
World War I were governed by the “Settlement of War Claims Act of 1928”, 

15 Stat. 254. These claims and awards were administered by the Mixed Claims 
Settlement Commission. 

World War I claims varied most markedly from the claims arising from World 
War II in that awards were given not only to U.S. nationals for their claims 
against the Axis powers but also to German, Austrian and Hungarian nationals 
for certain losses caused by the United States. 

To pay these various awards seized assets were liquidated to create the “Ger- 
man Special Deposit Account” from which all claims were paid. 

Section 4(c) of the Act enumerated the priorities of payment from the fund. 
Awards of U.S. nationals were given first priority and were distributed as 
follows : 

(1) Payment of all expenses of administration of the Act 

(2) Payment of all awards of U.S. nationals for death and personal injury 

(3) Payment of all awards of U.S. nationals other than death or personal 
injury and up to $100,000 

(4) Payment of all U.S. nationals with awards over $100,000 up to 80 
per cent of the remaining balance after payment under priority 3. 

The remaining distribution priorities are directed to awards of foreign nationals 
and the United States government. 

Senator Fong. I have no further questions. 

Senator Burdick. What are the facts in regard to the corporations 
taking tax losses on their claims whereas individuals I am advised 
have not? Would you tell us about that? 

Mr. Eckiiardt. Well there was a difference in the results from tax 
benefits enjoyed by the corporate award holders because of their losses 
The corporate award holders have collectively taken more than $37 
million in tax benefits as the result of the deduction taken from U.S. 
income taxes. Such tax benefits, coupled with subsequent payments 
under the War Claims Act, have allowed many corporations to recover 
almost the entire amount of their loss. 

These tax deductions were not of benefit to individuals because even 
though the individuals were all U.S. citizens at the time of their loss 
under the terms of the War Claims Act, judicial interpretation of the 
deduction provisions of the Internal Revenue Code relating to pre- 
sumed rate of loss prevented most individuals from taking the deduc- 
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tions. TJ.S. corporations were unaffected by this interpretation and 
remained free :o deduct their losises. ^ 

Senator Burdick. What you are saying is that if the corporations 
have gotten a benefit of some $37 million, they actually got a great 
deal of tax benefit and no individual got any tax benefit in income tax 

returns ? . , 

Mr. Eokhariit. I think that our records before our committee show 
they didn’t. There is also this problem that in order to show a tax hiss. 

Senator, you have to make something in which you could write oft 
your losses against. The corporations were always in a position to write 
this off against their earnings, but of course a lot of the individuals 
simply were making nothing. A lot of them were elderly people and 
a lot of them were simply living off the interest of their investment, 
which was then removed. . 

Now at this point there was nothing for them to take a loss against. 

Senator Fong. But if they did fake a tax loss, don’t you think that 
should be taken into consideration ? 

Mr. Eckhardt. There has been some consideration taken with 
respect to deductions for tax losses ; yes. 

Senator Fong. For individuals ? 

Mr. Eckhardt. In the cases of all claimants, as I understand it; yes. 

But of course that consideration ca.n’t correct the fact that some people 
h ave been totally reimbursed through tax losses. 

Mr. Westfiial. Mr. Chairman, if I could just ask a couple of clarify- 
ing questions here ? 

Senator Burdick. Fine. 

Mr. W estim r a I.. Uncer the War Claims Act of 1948 there was a pro- 
vision which said that any corporation which claimed a tax loss on 
account of any of these war losses had to report their claim of a 
tax loss to the War Claims Commission, and in turn the War Claims 
Commission was required to deduct the amount of tax benefit resulting 
from that claimed tax loss, that is, deduct it from the amount of the 
award which was made to that corporate claimant. 

Now by virtue I believe of section 206 of the War Claims Act, which 
is section 2017 (E) under title. 50 of the appendix, any corporation 
which reported a tax loss was then granted a tax exemption insofar 
as any payments made on their claim was. concerned. So that a corpora- 
tion for example which claimed a tax loss, whether it be $400 or $4,000, 
and thereafter received any payments at all on its claim, it would be 
exempt from any income taxation on it. 

Now to the extent that a corporation might receive a claim of 100 
percent from the War Claims Commission, that payment would be 
entirely tax exempt whether it were treated as a capital or ordinary 
income or on any other basis. If it is taxable, it is granted an exemp- 
tion. Now t that applies only to corporations. That is my understanding 
of the 1 aw, Mr. Chairman. Is that yours, Congressman '{ 

Mr. Eckhardt. I certainly thank counsel for the clarifying state- 
ment. I understand it 1 he same wav. 

Senator Burdick. But because of the operation of the Internal Rev- 
enue Service Code or because an individual had no income, he had no 
tax benefits from tax losses? 

Mr. Eckhardt. That is generally the case from the testimony we 
received, and I think it is uniformly the case. 
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Senator Fong. May I ask a question. When the corporation filed its 
claim was the tax loss a deductible item in that claim or did they file 
a full claim disregarding the tax loss they took ? 

Mr. Westphal. Senator, my understanding — and it can be corrected 
by Mr. McClellan who will be a later witness — but my understanding 
is that the corporation filed its claim in the full amount and the Com- 
mission determined the value of the property which it lost in the full 
amount, and then by virtue of this law, it was required to deduct from 
that full value the amount of any tax benefit received by that corpora- 
tion as the result of a claimed tax loss. 

Senator Fong. Take, for example, if the corporation had a $1 million 
loss and they took $50,000 out of it as tax loss, what would their claim 
be? 

Mr. Westphal. That would reduce their claim to $950,000. 

Senator Fong. So the figure is $950,000 ? 

Mr. Westphal. That is correct. 

Senator Fong. And you said the corporation’s stockholders are en- 
tirely different from the stockholders who were then the stockholders? 

Mr. Eckiiardt. In 30 years it would be a very great change, yes. In 
some instances these has been an entire supplanting of previous cor- 
porations by sale or merger in which these losses have already been 
taken into account. 

Senator Fong. As I understand it, some of these corporations were 
incorporated by persons who wanted to get away from losing their 
property so they took their personal property and made several organi- 
zations or corporations? 

Mr. Eckiiardt. No, sir. Actually the claims bv a corporation are only 
for corporate losses, the individual claims may be the interest of an 
individual in a corporation and he must be an American citizen — in 
other words, you see, I am talking about totally owned family type 
corporations. " 

Senator Fong. And how did you treat them? 

Mr. Eckiiardt. They are the individual claimed losses, you see? 

Senator Fong. And they are treated as individuals and are not 
treated as corporations ? 

Mr. Eckhardt. That is right. 

Mr. Westphal. Mr. Chairman, may I just ask one question here? 

Senator Burdick. Yes. 

^ Mr. Westphal. You make reference to Boise Cascade involving the 
Shanghai powerplant. It is my understanding that the claim was 
filed and allowed in the amount of approximately $7 million and some 
fraction and that in 1967 or 1969, as a result of the payment authorized 
by Congress, some $4 million was paid on that claim. Now that was 
paid, according to my understanding, to Ebasco and not to Boise 
Cascade; Ebasco being a predecessor of Boise Cascade. $4 million was 
paid and I think you refer to it as a $5 million payment. Now that 
payment was made to Ebasco prior to 1969 when Boise Cascade ac- 
quired all the corporate stock and assets of Ebasco. Do you have 
anything to indicate that my understanding is incorrect ? 

Mr. Eckiiardt. I think that is correct. I think that is probably cov- 
ered m this attachment. 

Mr. Westphal. There will be a witness from Boise Cascade later 
on and we pan attempt to clarify the facts at that time. That is my 
understanding of what the facts and the record shows though. 
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Mr. Eckharet. The attachment 1 have here is called the Venerable 
Shanghai. Power Co. and is written by Alice Dieter. As 1 under- 
stand it, Boise Cascade’s claim is based on its ownership of 80 percent 
of the common stock of the Venerable Shanghai Power Co., a prop- 
erty worth $R6 million, which came to Boise Cascade in 1969 through 
its merger with Ebasco industries. The Shanghai property has never 
been carried by Boise Cascade as either an asset or liability. In fact, 
even Ebasco’s predecessor had written the property off many years 
ago. By 1941 even Shanghai lost its unique status and the offices of 
Shanghai Power Co. were interned. As far as the shareholders are 
concerned, the property in China was written off in 1941 and never 
again appeared as an asset on the books. 

' So, Mr. Westphal, I am not sure who got the money or whether rt, 
was one of the successors in line, but I am sure that you must be corr ect 
if you have looked into the matter, Mr. Westphal, that Ebasco was 
the one that received it. 

Mr. Westphal. In any event that can be clarified by a later witness. 

Mr. Eckhardt. Thar, is right. MTioever was the owner of Shanghai 
at the time of that claim I am sure received the money and that 
would of course appear clearly on the record. . 

Senator BrnmiCK. Well Ebasco became a part of Boise Cascade . 

Air. Eckhardt. That is right. 

Senator Burdick. So when they got the money, whether that, became 
a part of Boise Cascade or not" is a question we will have to ask a 

later witness. . . 

Mr. Eckhardt. That is right, and of course, Boise is now claiming 

the additional amount. 

Senator Burdick. Well thank you very much, Congressman. 

Air. Eckhardt. Thank you very much. Air. Chairman, may I ask 
tb at the full statement be incorporated in to the record ? 

Senator Burdick. Without objection, that will be, received and 
placed in the record. 

[The prepared statement of Bob Eckhardt follows :] 

ON AMENDING THE WAE CLAIMS ACT 

Statement of Congressman Bob Eckhardt (D-Texas), Before a Subcommittee 
of the Senate Judiciary Committee, December 3, 1974 

T appreciate the opportunity to testify before this Subcommittee in support of 
S. 1728, as amended by the House of Representatives. I am a member of the Sub- 
committee on Commerce and. Finance of the House interstate and Foreign Com- 
merce Committee which held hearings on this bill and which added the House 4 

amendments. . . . . , 

On October 8 , 1973, the Senate passed S. 1728 to amend the War Claims Act 
to provide additional compensation to U.S. civilians who had been held prisoner 
during the Vietnam war to give them the same benefits as those enjoyed by mili- 
tary prisoners of war. On November 7, 1973, the House Subcommittee on Com- 
merce and Finance held hearings on S. 1728 and also on tw T o House bills to 
amend the War Claims Act to give individuals a priority over corporations in the 
payment for awards for property losses suffered during World War II. The Sub- 
committee examined these proposals in great detail, approved them, and com- 
bined them into a single hill, S. 1728. That bill was subsequently further amended 
and reported by the full Interstate and Foreign Commerce Committee, and it 
was passed by the House by a vote of 368—17 on August 12, 1974. Since then 8 . 

1728 has been awaiting Senate action on the House amendments. 

Tlie War Claims Act was passed to compensate U.S. citizens for losses suffered 
in World War IT out of r.he assets of German and Japanese nationals seized by 
the U.S. Government during the War. The Act created the Foreign Claims Settle- 
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ment Commission to adjudicate each claim for an award. All claims have now 
been adjudicated. Awardholders in four priority categories created by previous 
legislation have been paid in full, as follows: (1) awards based on death or 
personal injury; (2) awards to small business corporations; (3) awards under 
$10,000; and (4) awards to charitable and religious organizations. There remain 
unpaid portions of 186 awards to individuals (totaling $6,525,000) and 161 awards 
to corporations (totaling $94,700,000). The remaining assets of the War Claims 
Fund, however, are far less than the total of these unpaid awards. Under exist- 
ing law, each awardholder would receive up to $24,000, plus a pro rata share of 
the amount remaining in the Fund, if any, after the $24,000 distribution. Thus, 
under existing law, the corporate awardholders would receive over 96 percent 
of all pro rata distributions. 

Recognizing that all the remaining outstanding awards cannot be paid in full, 
the Subcommittee, the full Committee and the House of Representatives concluded 
that the losses suffered by individuals as a class were of such a fundamentally 
different character from the losses of corporations as a class that the individual 
awardholders should be given priority in the payment of their awards. The 
marked contrast between the two kinds of losses compelled such legislative con- 
clusion. The individuals’ awards were the result of loss of homes, personal belong- 
ings and small family-owned and operated businesses. In most cases the indi- 
viduals lost everything they had. In every case in which an individual award was 
based on a business loss that business was family owned. Some of these businesses 
were corporations, some not, but the critical point, in my view was that the in- 
dividuals did not simply lose an investment; they lost the core to economic 
survival. In comparison, the corporate awardholders lost assets of foreign sub- 
sidiaries that constituted a very small portion of their overall net assets. Every 
major corporate awardholders is a large, publicly held multinational corpora- 
tion which emerged from the war relatively unscathed, well prepared to do busi- 
ness as usual. Thus, the personal disasters suffered by the individuals differed 
so fundamentally from the relatively insignificant investment losses suffered by 
the corporations in their immediacy, severity and totality as to justify a priority 
to individual awards within the spirit and intent of the War Claims Act. 

It is pertinent here, I think, to note that many of the individual awardholders 
who sustained those losses are now elderly persons living on small fixed incomes. 
Most of. them receive scant Social Security benefits since they spent most of their 
productive years abroad. Full payment of their War Claims awards would go a 
long way toward providing a final financial stake for them now. Such payments 
would be at small cost to the corporations because the aggregate amount of the 
individual awards is so small compared to the aggregate amount of the corpo- 
rate awards that enactment of S. 1728 would cost the corporate awardholders 
only about twenty cents on each dollar of their award balance. 

It is also pertinent to note that the individual awardholders either suffered 
the loss themselves or are the widows or children of those who did. Many of the 
corporate awardholders, on the other hand, are conglomerates that derive their 
claims as a result of the acquisition of the companies suffering the loss many 
years after the loss had occurred. In some cases the acquiring company paid 
little or nothing for the stock of the acquired company since its assets had been 
substantially reduced by the loss they had sustained. A good example of such an 
acquisition involves Boise Cascade, one of the most vocal opponents of S. 1728. 
Boise’s loss is based on a loss suffered by the Shanghai Power Company in 1941. 

At the time of the loss, Shanghai Power was a subsidiary of American and For- 
eign Power. Many years ago, A&FP wrote the assets of Shanghai Power down to 
zero. A&FP merged with Ebasco in 1967 and Ebasco was acquired by Boise Cas- 
cade in 1969. Both Boise and Ebasco have always carried the Shanghai Power 
stock on their books at zero. Boise now seeks to recover $3 million in compensa- 
tion for the losses suffered by Shanghai Power (A&FP having already received 
almost $5 million from the War Claims Fund). These facts are set forth in an 
item that appeared in the “Boise Cascade Quarterly” of February 1974, which 
1 ask to be included in this record of hearings. 

Boise Cascade’s claim for compensation is far more remote and far less com- 
pelling than the claim of an individual who saw his home, personal property or 
small family business destroyed in the war. Under any principle of equity these 
two claims cannot be regarded as equivalent. S. 1728 would not deny Boise a 
right to compensation. It would merely give priority to claims of greater 
immediacy. 
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Even in those cases in which the present corporate award-holder is the com- 
pany that suffemi the loss, many of the present stockholders are not the stock- 
holders of 30 years ago that suffered the loss. By contrast, the individual award- 
holders are the very persons or the widoivs or children of the persons who suf- 
fered the loss. 

Every individual award'holder is a United States citizen. It was the basic 
purpose of the War Claims Act to compensate U.S. citizens for their loss. Some 
of the stockholders of the corporate awardholders are foreign nationals who have 
participated and will participa te in payments from the Fund. 

In addition to the fundamental difference in t.he character and persona] im- 
pact of the war losses between individuals as a class and corporations as a class 
there is a significant difference in the benefits already received by the two 
classes. This difference results from the tax benefits enjoyed by the’ corporate 
awardholders because of 'their losses. The corporate awardholders have collec- 
tiveiy taken more than *37,000,000 in tax benefits' as -a result of deductions from 
C.S. income tax. Such tax benefits, coupled with 'subsequent payments under 
the war Claims Act. have allowed many corporations to recover almost the en- 
tire amount of their loss. These tax deductions were not of benefit, to individuals 
because even though the individuals were all U.S. citizens at the time of their 
loss under the terms of (he War Claims Act,, judicial interpretation of the de- 
duction provision of the Internal Revenue Code (relating to presumed date of 
loss) prevented most individuals from taking a deduction. U.S. corporations were 
unaffected by this interpretation and remained free to deduct their losses 

Hurthermore corporate claimants may also have taken substantial deductions 
irom state and local taxes as a result of their war losses. These tax benefits were 
not taken into account at all in granting of war claims awards. 

Many corporate awardholders may also have received substantial tax and 
oi her benefits after the war from foreign governments because of their war losses. 
These benefits were unavailable to individuals. Foreign tax benefits were not 
ta.ken into account in the granting of war claims awards. 

Many of the corporate claimants are insurance companies which insured risks 
at high rates du-fing the war years and paid out proceeds on the policies they 
had written. These insurance companies, which have been subrogated to the rights 
of the insured corporations, have already received significant compensation for 
their losses through their premiums. 

I he present, corporate awardholders have already received more than $150 
million from the War Claims Fund. Through this recovery, together with their 
tax benefits, they have received in compensation for their losses more than 11 
times as much as the individual awardholders. 

In summary, the individual awardholders suffered losses that were more 
severe than those of the corporations, but they have recovered a smaller portion 
of their losses. 

Tn J he P ;ist ’ Congress has created numerous priorities for payment under 
the War Claims Act:. Therefore, creation of a priority for individual awardholders 
ns provided hy S. 1728 would set no precedent, but rather would continue the 
established pattern of weighing the equities among different classes of 
awardholders. 

ft is especially important that the Congress enact: this bill during this session. 

Another distribution from the War Claims Fund — perhaps the final distribution 

is scheduled to he made early in 1975. Therefore, if this bill is not enacted now 
the issue may well he rendered moot by this prospective distribution. I believe 
tliat a compelling case for S. 1728 has been made, and I urge the Subcommittee 
to recommend that the Senate adopt the bill as amended by the House. 

Senator Bttkdtck. Our next witness is Mr. Wayland McClellan, 
General Counsel for the Foreign Claims Settlement Commission. 


STATEMENT OF WAYLAND McCLELIAN, GENERAL COUNSEL, 
FOREIGN CLAIMS SETTLEMENT COMMISSION 

Mr. MoCr/Rr,i,A k . Good morning, Mr. Chairman, and members of 
the subcommittee. I appreciate this opportunity of appearing here this 
morning. I have to apologize for not having a written statement. I 
explained to Mr. Westphal that we at the Commission had made a 


♦ 
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full report on this legislation and the amendment by the House com- 
mittee that was chaired by Congressman Eckhardt in his subcommit- 
tee, and wo would just like to reiterate our position that we are op- 
posed to the changing of the payment priorities as reported out and 
passed by the House of Representatives. 

We feel that all of the small claimants have already been taken 
cai’o of. Wo feel that even though there are individual claimants who 
have unpaid balances on awards, that these are not the so-called 
small claimants. The Congress in the initial enactment of this legisla- 
tion took care of what they thought the equities were insofar as small 
claimants were concerned. They paid the death claims first and they 
paid the small business corporations and small business people as de- 
terminated by the Small Business Administration. They paid up to 
$10,000. After that they had a pro rata payment, then based upon the 
money that was available in the war claims fund. 

The Congress also decided at a later date that there wore other peo- 
ple who should be taken care of and these were the charitable groups 
that the chairman referred to this morning. 

Initially the Commission opposed that change but we compromised 
or rather the Congress compromised by adding an amendment to say 
that they would pay the charitable groups in full, but they also raised 
the amount from $10,000 to $35,000. The Commission then withdrew 
its opposition to that amendment when they raised the priority to 
$35,000 and we felt that this would be sufficient to take care of all of 
the so-called small claimants and the equities would bo served by doing 
this. 

Now the amendment that the House has passed in our opinion is 
bad precedent. We feel that this could affect — I moan we feel the In- 
ternational Claims Settlement Act, which the Commission also ad- 
ministers, would bo affected, and it could hamper the Department of 
State in its negotiations with various countries on claims agreements 
if they feel that once an agreement is concluded based on a set of 
rules, that we go back and change the rules in the middle of the game. 

I think that would be bad precedent for the Congress to do. 

Now, of course, as Mr. Eckhardt has said, this is strictly a matter 
that is within the purview of the Congress. You can do this. There 
is no law that will prevent the Congress from doing this, but we feel 
that it is bad precedent. And I don’t want to prolong this because I 
think Mr. Eckhardt has made a very good statement. I notice we have 
a lot of witnesses here. So our position is already in the record and 
I think that my time and the committee’s time would be better served 
if I just referred by reference to our statement, which you already in- 
corporated, and also answered any questions that the committee may 
have. 

I think that this would be a better procedure if you so desire. 

Senator Burdick. Well, we certainly appreciate that approach. It 
is always helpful to get at the meat of the thing. You say that all 
claims of individuals up to $35,000 were either paid or will have been 
paid under present law ? 

Mr. McClellan. They probably will be paid under present law. 
That is correct. They have already received up to $10,000. Let us say 
you have $100,000 or a $200,000 claim. So they got $10,000 initially. 
And when the program was completed in May of 1967 and we made 
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our final report to the Secretary of the Treasury, who is the paving' 
agent, he was able to pay an additional 61,3 percent of the award in 
excess ot the SI 0,000 ; of the amount of the award in excess of $10,000. 

In 1972 or 1973 there was another deposit. The charitable and reli- 
Jr'*? l ^? r0 £?P s Ll nice l v< :^ a Priority and then they paid out an additional 
-i claimants we are talking about now have received 
substantial amounts on the awards that have been granted. All the 
small claimants in our opinion have been paid in full. 
i Burdick. That is what I am getting at. Under the present 

l iavpn been P aid a11 y et 5 but tb cy will be paid up to $35,000 ? 

Mr. McClellan. TTp to $35,000; yes. 15 

Senator Burdick. For each individual claim? 

Mr. Mc.nnF.rmAN. That is correct. 

j e ^nn^Sy iR1)ICK ,‘ T1 '™. wp are talking about claims between $35,000 
and ^500,000, a rent, we, in the House amendment? 

about* ^ C ^ LPT ' ,jAN ’ ^hat IS approximately what we are talking 

Senator Burdick. Well, when the $35,000 payments are completed, 
what percentage of the small claimants will that take care of? 

Mr. McClellan. Well this should be all of them. It all depends 
ready, on whan we are calling small claimants. 

Senator Burdick. My staff tells me all the small claimants -will 
be taken care of except 43. 

Mr. McClellan. That is correct. 

Senator Burdick. Of course, their claims would range from 'ip- 
wards of $35,000 to $500,000? 

Mr. McClellan. Yes, sir, that is correct. 

Senator Burdick. Now in this group of individual claimants are 
there small companies? 

Mr. McClellan. I wouldn’t consider (hem very small. We made a 
study when this bill was first introduced and we examined all of 
the individual awards that had unpaid balances. Many of them were 
based upon ownership interests in corporations that themselves couldn’t 
qualify. I mean, the statute that we administer requires that in order 
to qualify as a corporate claimant, the corporation had to be organized 
in one of the 50 States or one of the territories or the District of Colum- 
bia, and the outstanding stock must have been owned by natural per- 
sons who were TT.S. citizens to the, extent of at least 50 percent. 

Now some of these individuals who have unpaid balances, claimed 
through corporations that were incorporated in German v, for example, 
while that, corporation itself could not qualify as a claimant, individ- 
uals came in for their proportionate stockholder interest in this Ger- 
man corporation. Frankly, we just don’t see the difference between that 
type of a corporation and an American corporation. We feel that 
this is discriminatory toward the American corporations. I am not 
going to argue the relative merits of whether or not a family holding 
was cloaked in a corporate structure to try to protect themselves from 
confiscation under the Nazis. This may have been true in some cases, 
but I am sure tlus is not, true in every case where you have individuals 
with unpaid balances. 

Senator Fonu. If I as an individual had $10,000 in a German corpo- 
ration as a stockholder, then I would have a claim then for $10,000? 

Mr. McClellan, For your stockholder interest. Let us say you had 


Approved For Release 2001/08/29 : CIA-RDP75B00380R000500380003-7 



Approved For Release 2001/08/29 : (3k-RDP75B00380R000500380003-7 

10 °, 000 outstanding shares of stocks, and you owned 10,000, you 
would lie entitled to claim 10 percent of the total loss sustained by the 
(jenn an corporation. 

Senator Fong. But if I had that share in the American corporation, 

1 would not be ? 

Mr. McClellan. You could not file. 

Senator Fong. I could not file? 

Mr. McClellan. Only the corporation could file. 

Senator Fong. Only the corporation? 

Mr. McClellan. That is correct. 

Senator Fong. It is my understanding that any Federal tax savings 
were deducted from the amount of the awards made to the corpo- 
rations. 

Mr. McClellan. That is correct. The statute required the Commis- 
sion to deduct this from the total amount of the award. Mr. Westphal, 

I think, directly stated in answer to your previous question, Senator, 
that if you had a loss of let us say $100,000 and the corporation re- 
ceived tax benefits of $10,000, we would say that the loss was $100,000, 
but the award granted would be $90,000 because the law requires the 
Commission to deduct from the loss the tax benefits received on ac- 
count of this loss. 

Senator Fong. Was any consideration given to deductions for corpo- 
rate, State, or local tax savings ? 

Mr. McClellan. No. 

Senator Fong. That is to say you took the tax saving as a Federal 
tax saving? 

Mr. McClellan. That is correct. 

Senator F ong. What about the State tax savings ? 

Mr. McClellan. I don’t think this entered into it. 

Senator Fong. That didn’t enter in ? 

Mr. McClellan. No. 

Senator Fong. So if the corporation say out of $10,000, which he 
saved because of Federal tax losses, saved that much and then he saved 
$1,000 on a State loss, that $1,000 would not have been computed? 

Mr. McClellan. Well, it may have been. I can’t answer that 
definitely because the practical administration of this was as follows : 
The corporations were required to submit a statement under oath 
that stated the amount of tax benefits that they had received on 
account of the same loss for which the claim was made. 

Senator Fong. I see. That would have been included? 

Mr. McClellan. They may have included this in their affidavit. I 
can’t answer definitely they did not include this into their considera- 
tion. I am sure, some of the representatives of the corporations would 
be able to answer that because they are, I am sure, thoroughly familiar 
Avith how they arrived at the affidavits that they presented to the 
Commission under oath as to what benefits they did receive. 

Senator Fong. I see. So the benefits were not confined to Federal 
tax losses ? 

Mr. McClellan. That could be. I just can’t answer that definitely 
because I don’t know what they considered when the corporations 
furnished this information to the Commission, and I would guess that 
any accountant on the corporate staff would probably include the 
State taxes also. 
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Senator Fong. Could you ascertain that for us ? 

Mr. McClellan. Yes we can. There was one other question that 
maybe I just ought to clarify just a little bit and that was asked of 
Mr. Eckhardt in connection with the insurance company claims. 

/Vs you all know, during World War II the U.S. Government in 
order to get supplies to Europe and to the war areas encouraged insur- 
ance companies to underwrite these losses in order to encourage private 
shipment to send supplies to our forces who were fighting all over 
the world. Now the statute that we have administered required the 
Commission to pay the net losses to the insurance company. This would 
mean that any premiums that they had received woidd have to be 
deducted from the amount of the losses for which they would certify 
in their favor. So it is not a windfall in that the insurance companies 
got the premiums, they paid out, and then they recovered the full 
amount of the loss. This is the net l oss the: insurance company receives. 

Senator Fons. Subsequent to the war when these corporations went 
back and reestablished their businessess there, were there any tax 
considerations given to these corporations? 

Mr. McClellan. Most of these corporations in Germany, for ex- 
ample, were required to pay into a fund in Germany. They have what 
they call an equalization of burdens law in Germany which re- 
quired many of the corporations that made money during the war 
to pay into a fund to pay certain benefits to people who sustained 
losses in Germany that, were not covered by our particular statute, 

.Senator Fong. Do you know whether these companies that reestab- 
lished their businesses were paid by foreign governments? 

Mr. McClellan. I would doubt very seriously that an American 
corporation that sustained losses would receive any benefits from a 
foreign government. [ can’t say definitely, but I doubt this very 
seriously because I don’t think that the laws that were enacted by the 
West German Government after World War II made any provision 
for this type of thing, and I am sure that some of the representatives 
here, who have corporations that did reestablish operations in Ger- 
many, could answer thi s. 

Senator Fong. Do you know how we took care of the war claims 
in World War I? 

Mr. McClellan. It was a mixed claims commission that was estab- 
lished. It was a German- American mixed claims commission. My 
( Commission of course, wasn’t even in existence then. 

The German Government did make payments, but I am not sure 
exactly what the payment priorities were. As a matter of fact, some 
payments are still being made by the Treasury Department on some 
of these awaras that were granted by the mixed claims commission. 
I am not sure whether there was any priority established on this. 

.Senator Fong. And you say that the War Claims Commission is 
against this amendment by the House? 

Mr. McClellan. Yes, we are opposed to it. We just don’t feel that 
the precedent is good. We feel that the small claimants, or the so- 
called needy claimants have already been taken care of, and we feel 
that this is discriminatory toward the American corporations. We 
feel that at this point in the payment procedure all the very needy 
people have already been paid. 
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I don’t think there are any welfare cases at this point of time. 
Most of these individuals were large claimants. And if you look at the 
unpaid balances on the charts that appear in the House hear ing 
record that the Commission submitted, many of these unpaid balances 
are well in excess of $1 million. I don’t call this a very small claim. 

Senator Fong. Hoes the War Claims Commission feel that the law 
should be left alone ? 

Mr. McClellan. We think it should be left exactly the way it is 
now. 

Senator F ong. Do you think that is fair ? 

Mr. McClellan. We think it is fair. We think that the Congress 
has already expanded the priorities which would take care of the so- 
called needy cases and the small claimants. 

Senator Fong. In the case of the corporations you said that if they 
had a claim of $200,000, they were paid initially $10,000 ? 

Mr. McClellan. $10,000. 

Senator Fong. Was that increased to $35,000 afterward? 

Mr. McClellan. No. What happened is they got the $10,000 and 
then they got 61.3 percent of the amount in excess of $10,000, the un- 
paid balance, and then they got an additional $11,000. 

Senator Fong. Oh, they get an additional $11,000 ? 

Mr. McClellan. Yes, sir. 

Senator Fong. And that $11,000 came from what? 

Mr. McClellan. A deposit that was made in the war claims fund 
around 1970 or 1971 or 1972. 

Senator Fong. So a claimant who had $200,000 in a claim would get 

$ 10,000 ? 

Mr. McClellan. That is correct. 

Senator Fong. And then he would get how much of the balance, of 
the $190,000 ? 

Mr. McClellan. Well the second payment he got w T as 61.3 percent 
of $190,000 and then ho got a third payment of $11,000. 

Senator Fong. So he would have gotten about $136,000 already? 

Mr. McClellan. Yes ; and you see the pro ration under the present 
law doesn’t come into effect until the $35,000 is paid. 

They have to pay across-the-board payments up to $35,000 so there 
wouldn’t be any pro ration under the present statute until another 
$24,000 is paid. 

Senator Fong. You mean the $10,000 will be increased then by an- 
other $14,000 ? No, by another $24,000 ? 

Mr. McClellan. Well this is a question that the lawyers in the 
Treasury Department are going to have to figure out if the statute 
remains the same; that is, whether or not this amount we set at $35,- 
000 means $35,000 in addition to the $10,000 or whether or not it 
means an additional $25,000. The language is not clear. 

Senator Fong. That is not clear. 

Mr. McClellan. It is not clear on that but the Treasury Depart- 
ment lawyers are studying this. I don’t think they have reached 
any conclusion as to whether or not they would interpret that to mean 
an additional $35,000— no, an additional $25,000. My personal view 
is that it means an additional $35,000. So this would be the $10,000 
plus the $35,000. 
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Senator Fong. So initially you had $10,000 and then from your 
interpretation they would have to have another $35,000. 

Mr. McClellan. That is correct. 

Senator Burdick. I think I have this haired out now. Are you 
through? 

Senator Fong. Yes. 

Senator Bvrdic-k. Now as I understand it, in April of 1067 a $10,000 
payment was made to all claimants ? 

Mr, McClellan. Well that is not exactly true. In some cases it was 
true. 

Senator Btthdick. What cases wouldn’t it be true ? 

Mr. McClellan. It would depend on when the claim was adjudi- 
cated by the Commission. You see, we started this program bade in 
1063 and between 1964 and 1965 we issued decisions on claims. There 
came a point in time when the Treasury Department figured that they 
bad enough money in the fund in order to pay at least $10,000 after 
they had paid the priority payments of death, personal injury, and 
small business claims. And when they had enough money in the pro- 
gram and we had progressed into the pr ogram to the extent that t hey 
felt they could safely pay $10,000 without depleting the fund, then 
they started making the initial payments on these claims. 

For example,, somebody brought up the Shanghai Power claim this 
morning. It just happened that in April of 1967 a $10,000 payment 
was made on that parti cular claim and— 

Senator Btthdick. My point is sometime the $10,000 was paid? 

Mr. McClellan. That is correct. 

Senator Btthdick. Let me give you an example here. Let us take a 
man with a $100,000 claim. He got $10,000 ; correct? 

Mr. McClellan. Yes, sir. 

Senator Btthdiok. And that reduced it to $90,000. And then he got 
61.3 percent in October of 1967 of the $90,000. And 1 figured it out, 
and that would be $55,170. Then he got on November 11 of 1971 an- 
other $11,000; correct? 

Mr. McClellan. That is right. 

Senator Btthdick. Now, if the present law is carried out where, he 
gets another $24,000 to make up the balance of the amount, then when 
1 add that up I get $100,170. 

Mr. McClellan. Well, he wouldn’t get, more than what the award 
was. 

Senator Burdick. No. 

Mt-. McClellan. It; would be up to. Let us say he had an unpaid 
balance of $12,000, then he would get $12,000. 

Senator- Btthdiok. In that you are right. My point is if the present 
law is carried out. a man with $100,000 in a claim would be pat 1 in 
full. ? 

Mr. McClellan. That is correct. That, is assuming we get the money. 

Senator Btthdick. You sav the present law guarantees the balance of 
$24,000 to make that, $35,000 payment, correct ? 

Mr. McClellan. This is assuming that the funds are put into the 
war claims fund. You see, what has happened is that the only money 
that is currently available to go into the war claims funds is $5 million. 

You see, the Department of Justice through its Civil Division liqui- 
dates the German assets. They turn over what they call their freed 
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balance to the Commission for deposits to the war claims fund. Now, 
the mechanics is this. Say we can got $5 million to put in the war 
claims fund. The Commission gets a check from the Treasury De- 
partment for $5 million made out to the Foreign Claims Settlement 
Commission. We in turn deposit 10 percent of this to the general fund 
of the Treasury to reimburse the United States for administrative ex- 
penses and the 90 percent is put into the war claims fund. This is how 
the Commission’s administration expenses are reimbursed from the 
U.S. Government. Then when this money goes into the fund, the Treas- 
ury Department figures out how much can bo paid for each claimant. 
Now, so far as we know, there is only $5 million currently available. 
Now, $15 million more may be available at some future time, but 
nobody can guarantee this because some of those assets are still tied 
up in litigation. They may have to return it to the original owner, you 
see. So when we talk about $20 million, I am just not sure of the exact 
figure. 

Senator Burdick. But you are talking about the mechanics now. 
What I am saying is the law T authorizes the payment of $24,000 when 
and if it is available. 

Mr. McClellan. Only if it is available. 

Senator Burdick. Yes, sir, that is correct. The mechanics of how 
it becomes available hate been described, but what I am saying 

Mr. McClellan. Then, if it becomes available, your example is cor- 
rect, Senator. 

Senator Fong. The corporations would get that $24,000, too? 

Mr. McClellan. Yes, everybody. 

Senator Fong. So if you don’t have enough money, they wouldn’t 
get theirs? 

Senator Burdick. You say they would have to be paid back, too ? 

Mr. McClellan. Everybody is treated the same way across the board. 

If they have enough money to get another $10,000, then everybody will 
get another $10,000. 

Senator Fong. And if you have enough money to get the $24,000 

Mr. McClellan. Then they would get their $24,000. 

Senator Burdick. On my example of $100,000, they would be paid in 
full? 

Mr. McClellan. Yes, sir. 

Senator Burdick. That is under the present law ? 

Mr. McClellan. Yes, sir. 

Senator Burdick. And that would take care of nonprofit organiza- 
tions and everybody else ? 

Mr. McClellan. Well, nonprofit people have been paid in full 
already. 

Senator Burdick. Then over and above this are still the 43 claimants 
who under this formula would not be paid in full? 

Mr. McClellan. That is correct. 

Senator Burdick. These arc individual claimants. And under your 
recommendation they should share with the corporations the balance 
of the fund ? 

Mr. McClellan. That is correct. 

Senator Burdick. Thank you, I understand your position now. 

Senator Fong. The 43 individuals, concerning those, what would be 
the low T est claim that would be made for these 43 individuals ? 
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Mr. McClellan. I am not sure I have that, but we can figure it out, 
I can furnish it to the staff person when I get back to my office. 

Senator Fong. Will you furnish it to the committee ?" 

Mr. McClellan. Yes, sir. 

Senator Fong. And this would take care of those individuals above 
a cert ain claim ? 

Mr. McClellan. Yes, sir. We ca,n get that. 

Senator Burdick. I have also figured out on my little pad here that 
for one who had a $200,000 claim, under the present law he would have 
received up to this date $165,400 leaving a balance of some $34,600 
and some, which would be paid under a fair distribution, pro rata basis. 

Mr. McClellan. Not on a pro rata basis yet. It won’t be until you 
get up to $35,000. 

Senator Burdick. Well, I have the $24,000 in there. I said he would 
have a $34,600 balance and he would share the remaining money with 
everybody else ? 

Mr. McClellan. That is correct;. 

Senator Burdick. And that would bring it up, of course, much 
higher, too? 

Mr. McClellan. Yes, sir. 

Senator Burdick. So we have a little bit of the picture. 

Mr. McClellan. Of course, we are also interested in the other part 
of this bill that we haven’t discussed here this morning. 

Senator Burdick. Well, let’s discuss it. 

Mr. McCleilan. And the Senate passed it some time ago. We are 
getting quite a bit of correspondence from civilian Americans who 
were interned in Southeast. Asia during' the Vietnam conflict, and of 
course we have told them that this body has passed that legislation, 
but it has been held up. We do have to answer a lot of correspondence 
on these type of claims, and I would hope that, the committee would 
l ake this into consideration. 

Senator Fon g. You are for the first part of the bill that the Senate 
passed ? 

Mr. McClellan. Oh, yes, sir; that we a re in favor of. 

Senator Burdick. I understand there isn’t much objection to that 
either ? 

Mr. McCleilan. No, I don’t think anybody could object to that. 

Senator Burdick. The staff has a, couple of questions. 

Mr. Wesithal. Mr. McClellan, on the last point you mentioned, this 
bill as it originally passed the Senate over a year ago provided that 
civilian internees’ compensation for the period of their internment 
in Southeast Asia would be increased from $60 a month to $150 a 
month. Is that the part you refer to ? 

Mr. MoClelIjAN. Yes, sir. 

Mr. Westtiial. Now, that payment to them, whether it is $60 or 
$150, would be made out of this same war claims fund that we are 
talking about. Correct? 

Mr. McClelijAN. No, sir ; that isn’t correct. 

Mr. Westtiial. "What fund are those payments to civilian internees 
from? 

Mr. McClellan. Those are appropriated funds. You see, the war 
claims are being paid out of the war claims fund which is separate. 
We have two funds, in effect.. We have two different funds within the 
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Treasury Department. The claims covered by the House amendment 
are paid from liquidated assets, but the claims for the civilian internees 
in Southeast Asia are paid from moneys appropriated from Congress 
from taxpayer funds. 

Mr. Westphal. All right. Now then, on the matter of the claims 
that are covered by these two House amendments to the Senate bill 
and thus to clear this thing up, this arises under the original War 
Claims Act of 1948, does it not? 

Mr. McClellan. That is correct. 

Mr. Westphal. And without being technical, briefly what is in- 
volved here is that when that was first passed, it provided a means of 
liquidating these belligerent assents that were in this country, and the 
job of liquidating of those assets was turned over to the Justice 
Department. 

Mr. McClellan. Yes, sir. 

Mr. Westphal. And from 1948 when that law was passed and for 
the next 12 or 14 years, the Justice Department was engaged in liqui- 
dating a large number of those assets, were they not? 

Mr. McClellan. Yes, sir. 

Mr. Westphal. During that period of time, was the Commission, of 
which you are counsel, in existence ? Was the War Claims Commission 
in existence? 

Mr. McClellan. We, the Commission, came into existence in — well, 
we were officially organized in 1949. 

Mr. Westphal. All right. Now, then, by 1962 the Justice Depart- 
ment liquidated enough claims and turned the money over to the Treas- 
ury Department, earmarked for this war claims fund, so that there 
were some funds available for distribution ? 

Mr. McClellan. That is correct, sir. 

Mr. Westphal. And in the original provisions of the law, Congress 
did state some priorities, did they not? 

Mr. McClellan. Yes, they did. 

Mr. Westphal. They first created a priority to pay in full all claims 
for death or personal injury arising out of belligerent actions? 

Mr. McClellan. That is correct. 

Mr. Westphal. And the second priority that Congress created was a 
priority for all small business claims ? 

Mr. McClellan. Yes; that is right. 

Mr. Westphal. And as the Chairman’s opening statement indicated, 
some 251 small business claims in the total amount of $12 million were 
paid ? 

Mr. McClellan. Yes, sir. 

Mr. Westphal. And a third priority that Congress created in the 
history of this war claims legislation was a priority to pay all claims 
under $10,000 ; to pay them in full ? 

Mr. McClellan. Yes, sir; that is correct. 

Mr. Westphal. Whether these were corporate claims or individual 
claims, but still to pay them in full ? 

Mr. McClellan. It didn’t make a bit of difference. 

Mr. Westphal. If the claim was under $10,000, then it was paid in 
full and some 5,630 of those claims were paid in full at a cost of some 
$13 million? 

Mr. McClellan. That is correct. 
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Mr. Westphal. Now then, in 1962 there were still about 1,000 claims 
left that involved essentially property loss. These were claims made bv 
corporate insurance companies, corporations, and by individuals and 
by individuals representing their ownership in a so-called family cor- 
poration that was used as a guise to hide assets that otherwise the 
Nazis would have confiscated? 

Mr. McClellan. Y es, sir. The exception to this is, as you say, 1962. 

Well, the 1962 act was the statute that provided for the death and 
personal injury as well as the small business and 

Mr. Westphal. Yes; but what I am saying is that Congress origi- 
nally started out and created three priorities. 

Mr. McClei ,lan. That is correct. 

Mr. Westphal. All right. And those priorities were for the death, 
and personal claims, small businesses, and all claims under $10,000, 
whether filed by corporations or by indi viduals ? 

Mr. McClellan. That is right. ' 

Mr. Westphal. And then in 1962 Congrss passed an amndment 
which said that every claimant, both corporate and individual, should! 
get $10,000 paid on the claims ? 

Mr. McClellan. The chronology here is not exactly right. Tn Oc- 
tober of 1962 Congress passed title 2 of the War Claims Act. Yon see, 

Public Law 87-846 was enacted on October 22 of 1962. This is; the 
statute that, authorized the death and personal injury claims and the: 
small business claims or any war damage claims that arose during; 

World War It in certain areas of Europe and the Pacific. 

Now r , that statute had a section which set forth the priorities that 
you have just enumerated. Now, this is the way the statute stayed until 
around 1971, I believe, which was when the Congress changed the 
payment prov ision and they authorized another priority, and this was: 
the priority that said that charitable, religious, and other groups shall 
be paid in full. They had already received initial payments, so they 
got the unpaid balances of that money at that date. This is when 
the Justice Department turned over approximately $18 million, which 
was put into the fund, and that money enabled the Treasury De- 
partment to wipe the books clean so far as the charitable groups were 
concerned and allowed them to pay the $11,000 in 1972 that we talked 
about a little earlier. 

Mr. Westphal. All right. So basically, what has happened in the 
history of this payment on claims under the War Claims Act of 1948 
is that when funds were available for payout, Congress created certain 
priorities. The first priority they created was the payment in full of 
all claims for death or personal injury. The second priority they cre- 
ated was the payment in full of all claims by small business. The third 
priority they created was the payment of all claims under $10,000 in 
full. The fourth priority they created was the payments of all claims 
by religious, charitable, and nonprofit corporations. Those claims were 
paid off? 

Mr. McClellan. Yes. 

Mr. Westph al. So then — and I am referring now to a table that 
was published in the House report on this bill on page 5 — so that 
again what we had was a total of 886 individual claims, 199 corporate 
claims, and 1 claim apparently by the United States. Now, in regard 
to those claims, what Congress authorized was the payment of $10,000 
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on each of those claims plus 61.3 percent of the amount of the award 
to each and every one of those claimants, whether corporate, individ- 
ual, insurance, or whatever? 

Mr. McClellan. Right. 

Mr. Westphal, Now, then in the 1970 amendments, what Congress 
authorized was a total payment of $35,000, or rather up to $35,000 
on each and every claim remaining unpaid after these prior payments 
that I have referred to ; isn’t that true ? 

Mr. McClellan. Yes, sir. 

Mr. Westphal. And some time after that 1970 amendment, the Com- 
mission paid $11,000 of that $35,000 congressional authorization 
correct ? 

Mr. McClellan. That is right. 

Mr. Westphal. And as the law now stands, there remains to be paid 
$24,000 of that $35,000 previously authorized by the Congress? 

Mr. McClellan. That is right. 

Mr. Westphal. Now you have suggested that there may be some 
question as to whether there is $24,000 remaining to be paid, or only 
$14,000 to be paid, but in any event, the hearings in the House and 
the House consideration of the bill and in fact, the position taken by 
all the claimants is that the prior $10,000 payment is not a deduction 
from the $35,000 and only the $11,000 payment is a deduction from it, 
and there remains to be paid $24,000 ? 

Mr. McClellan. That is my interpretation. 

Mr. Westphal. All right. 

Mr. McClellan. But the Treasury Department lawyers will have to 
make this interpretation. Maybe this is good to have this on record 
now and to let them know what your feeling is on this because there is 
some disagreement on it. 

Senator Burdick. Is there some question about this? 

Mr. McClellan. I think there is some question. 

Senator Burdick. Well, we better fix the question. 

Senator Fong. The question is on whether the $24,000 is to be paid 
or the $35,000 is to be paid ? 

Mr. Westphal. Or whether the $24,000 is to be paid or $14,000 is to 
lie paid. 

Mr. Westphal. There is some question as to whether or not when 
the $35,000 figure was put in by the Congress, whether this meant 
an additional $35,000 or whether this meant an additional $25,000, 
to the $10,000. So if you add the additional $10,000 and then $25,- 
000 and then $35,000, there is some question as to 

Senator Burdick. Well, we would like to have an opinion by your 
counsel because this makes a difference on how we act. 

We would like to have a firm opinion from you. 

Mr. McClellan. Well, I will submit it to you on this. I will have 
to ask 

Senator Burdick. Because I have been going on the assumption 
there is another $24,000 to be paid to everybody. I am assuming that. 

Mr. McClellan. Well, this is the question we ought to clarify, 
and our position is that you are correct that there is another $24,- 
000. Now, there is some question within the Treasury Department, 
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1 believe. I have talked to some of the lawyers over there as to how 
tliey view this, and there is some question, 

1 £, a T e my °I! inion - At the time it wasn’t in writing, but I 

would be glad to put it into writing for this subcommittee as to what 
this means. 

due? nat ° r ^° KG ‘ ^' e ( l uest i° n be whether another $14,000 is 

Senator Btikdiok. No. Another $24,000. 

Senator .Fong. Oh, another $24,000? Is that the question? 

Mr. McClellan. Yes. 

r ^° KG . And > T ° m ' position is another $24,000 is due * 

Mr. McClellan. Another $24,000, yes, sir; that is correct. 

$35 000 ? *° KG ‘ That 1S y ° U are them the full benefit of the 

Mr. McClellan. Right. 

Senator Font;. With no deduction? 

}J r - McClellan With no deductions, yes, sir. That is correct,. 

Mr. Westpiial. So that from where we stand today or where we 
stand now or where we stood at the time the House made this amend- 
ment to the bill, it is that after these other payments and priorities 
? feverything that we previously discussed today, there remains 187 
individual claims which are unpaid to the extent of approximately 
$6.5 million? J 

Mr. McClellan. Y es, sir, that is correct. 

Air. Westpiial. And there are 161 corporate claims that are unpaid 
m the amount of $94.7 million ? 

Mr. McClellan. That is correct, 

Mr. Westpiial. So that there is a total of $101.2 million of claims 
that are presently unsatisfied ? 

Mr. McClellan. That is correct. 

Mr. Westpiial. And again, the assumption made in the House pro- 
ceedings is that there would be approximately $20 million yet to' be- 
come available under this War Claims Act system of payments. That 
would be approximately the maximum ? 

Mr. McClellan. We feel that that would be the maximum. 

Mr. Westpiial. All right. 

Now, then, what the House did was, looking in anticipation of $20 
million becoming available, they then legislated yet another priority 
to apply to the $20 million that is anticipated. Is that correct? 

Mr. McClellan. I would have to assume that this is what they did. 
sir. 

Mr. Westpiial. Well, they did. They gave a priority to individual 
claims to pay them in full, did they not? 

Mr. McClellan. Yes. 

Mr. Westpiial. All right. Now, then, as to what is the status of the 
187 individual claims and the 160 and some corporate claims the com- 
mittee has received and incorporated into the record by reference to 
the House hea ring report on this legislation, on pages 32 through 37 
of that report are tables that list each and every one of these 187 indi- 
vidual claims and each and every one of the 161 corporate claims. Is 
that not true ? 

Mr. McClellan. Yes, sir. 

Mr. Westpiial. All right, now. Those tables show four categories of 
claims remaining; there are corporate insurance claims, which as 
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shown by the summary on page 33 total $15 million to begin with, and 
they have already received $9.9 million, which is approximately on 
the average 65.1 percent of the face of the claim, and there is an unpaid 
balance of $5.2 million. Is that correct ? 

Mr. McClellan'. Yes. 

Mr. Westphal. All right. Now, then, if you look at the individual 
claims within that category, for example, Guarantee Insurance Co. has 
received 98.9 percent of its original award, and no insurance company 
has received less than 61.3 percent of its original award. Isn’t that true ? 

Mr. McClellan. Yes, sir, it is. 

Mr. Wbstpiial. Excuse me, 61.1 as shown in the table. 

Mr. McClellan. Yes. 

Mr. Westphal. Now, then, for corporate and partnership and such 
claims, generally there was a total amount awarded to that category 
of $230.9 million in awards made by your Commission of which $141.5 
million has already been paid, and. those corporate claims generally 
have been paid on the average of 60 percent of their claim, leaving 
them a balance of $89 million yet to be paid or actually, 89.4. So that 
between the corporate insurance and the corporate general claims, 
they add up to the $94.6 million or the $94.7 million that is still unpaid 
insofar as corporate cl aims are concerned ? 

Mr. McClellan. That is right. 

Mr. Westphal. Now, continuing on by reference to this House re- 
port, they then list three categories of claims that are treated as in- 
dividual claims. One is labeled “Corporate and Partnership Individual 
Claims” ; this again being generally regarded as situations where 
claims resulted from the fact that a family in Germany formed a cor- 
poration in order to keep their property from being confiscated had the 
individual been learned. That is generally the type of situation, is it 
not? 

Mr. McClellan. I would assume that some of these claims would 
involve that situation. I can’t say that all of them do, but some. 

Mr. Westphal. All right. But in any event, they fell into one of the 
categories by statute which you were authorized to treat as a claim ? 

Mr. McClellan. That is right. 

Mr. Westphal. Now, those claims total $7.3 million, of which $5.1 
million has already been paid or an average of 70.6 percent, leaving 
$2.1 million still unpaid? Then you have a category of individual 
claims which originally totaled $7.2 million, of which they have re- 
ceived $5.5 million, for an average of 76.3 percent of the award being 
paid. There remains $1.7 million yet to be paid, correct? 

Mr. McClellan. That is correct. 

Mr. Westphal. Then you have a mixed claims category, which 
again is an individual classification, and they totaled originally $8.9 
million. They have already been paid $6.2 million. The average per- 
cent there is 69.8 percent of awards being paid ; they have an unpaid 
balance of $2.7 million. Correct ? 

Senator Fong. On that point, on the mixed claims, may I ask about 
the three claims here almost at the end of the schedule ? 

Mr. McClellan. Yes, sir, I see those. 

Senator Fong. Eric Warburg, Gisela Wyanski, and Anita Warburg. 

Mr. McClellan. Yes, sir ; I see. 
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Senator Fong. The award to Eric Warburg was $389,863.23 and 
the same amount for the other two. One has been paid $372,152.05 and 
another has been paid $381,007.64 and another has been paid the same 
amount. So in one case, 95.5 percent had been paid, and in the other 
two cases, 97.7 percent had been paid. How were they paid so much 
in relation to the others ? 

Mr. McClellan. The only explanation that I can give for this is 
that I would have to go back and look at the decision on this. 

There is a possibility that some portion of the award may have 
been paid as small business. You see what happened is that we had 
some claims that were based on individually owned property and we 
also had corporate owned property. Now the corporate owned property 
may have qualified as a small business concern, and it may have been 
paid in full or. that particular part of the award, and the pro ration 
on the other part comes in on the individually owned property as 
opposed to the small business award. I know that there are some 
individual claimants here who would fit that example that I gave, 
but anyway, on these three, I just don’t know unless I looked at the 
files on those. I would be glad to do so. 

Senator Fong. There is a claim here of almost $400,000, and they 
got about 97 pe rcent of their claim already paid. 

Mr. MoCleilan. That is correct. It took a lot of work to get these 
charts together, and we have a very small staff. We devoted a lot of 
time to do this. We thought that the Congress ought to have the figures 
so that they would know exactly what each person is getting and the 
types of claims that we are talking about. I mean, you can talk about 
individual claims, which may be completely different, than a corpora- 
tion claim, or where a person is operating a two-man partnership. 
I mean, you could have a situation where they had a small apartment 
house that they used to make income off of as opposed to a big corpora- 
tion. This is different from some of these claims, where you had family 
owned businesses which were really not small businesses at all. They 
were very big businesses, and they have interest in these corporations 
or they inherited interest in these corporations in Germany or Europe 
or wherever the damage has occurred, and they are not really small. 
This is why we feel that it is important that these statistics be studied 
because this indicates that what we are talking about now at this point 
in the payment stage are really people who have received substantial 
payments on their awards. And nobody ever can really be made whole 
in legislation like this. It was never intended for it. Congress knew 
when they initially passed this legislation that everybody wouldn’t 
be made whole. This is an effort to alleviate some of the losses that 
A merican citizens sust ained as a result of World War II. 

Senator Burdick. You said that small corporations were paid out? 

Mr. McClellan. Yes, sir. 

Senator Burdick. What is your definition of small? What is your 
definition of a small business? 

Mr. McClellan. We didn’t get into this. They had to qualify under 1 
t he Small Business Act. There was a question on our claim form 
which asked whether or not they qualified as a small business concern 
Tf they said yes. we sent a questionnaire to the Small Business Admin- 
istration and they made that determination based on the provisions 
of the Small Business Act. They communicated with the claimants 
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and they secured the information as to the number of employees and 
things like this, and their income. I am sure that this was the basis on 
which the Small Business Administration made the determination 
and they would certify to the figures that John Doe is a small business 
concern, and so on. 

Senator Burdick. He may have a claim of $300,000 or $400,000 or 
$500,000, though? 

Mr. McClellan. Oh, sure. 

Senator Burdick. And they were paid in full? 

Mr. McClellan. Yes, sir. 

Mr. Westphal. I have just two more points I would like to clarify, 

Mr. Chairman. 

As I read the House report and their amendment, they set forth 
basically as the basis for their amendment, which would give a pref- 
erence to individuals as compared to corporations, the fact that under 
the law, corporations got tax benefits and tax exemptions, which no 
individual got. Now, in our conversation on Monday after you returned 
to Washington, I asked you whether the Commission could furnish 
us with a list of those corporations which took a tax loss and reported 
that tax loss to you so that this committee might know which of those 
161 remaining corporate claimants took a tax loss which you deducted 
from their award, and then which in turn were granted a tax exemption 
on any payments made by the Commission under this War Claims Act. 
Now, would you explain to the committee what your capacity is to 
furnish the committee with a list itemizing which of the corporations 
took the tax loss, and how much of it they took ? 

Mr. McClellan. We can furnish that information to the committee. 

We don’t have it today, but we can furnish it. Our files are retired to 
the Federal Records Center out in Maryland. It takes some time to 
get some of these files back. We will furnish this information to the 
committee. 

I think a study has been made by some of the witnesses that may 
appear here today as to how many of these corporations did that. 

Mr. Westpiial. Well, one of the witnesses has attached to his pre- 
pared statement that he is to submit to the committee a list of corpora- 
tions and the amount of the tax loss which they claimed, but until 
we hear from that witness, we don’t know what source compiled that 
list, or whether it is accurate. 

Mr. McClellan. They probably got it from our own agency. We 
have been very cooperative to both sides on this issue. We made what 
records we could available to them. 

Mr. Westpiial. Let me ask you, how long do you think it would 
take to do thisi? 

Mr. McClellan. I think you could do it in a couple of days. 

Mr. Westphal. Mr. Chairman, I would suggest the witness be re- 
quired to furnish that to the committee as soon as possible. 

Mr. McClellan. I would be glad to. 

Senator Burdick. Fine, and that will be placed in the record. 

| The information referred to follows :] 

[Editor’s Note : The following is the response of Mr. McClellan to 
the tax information request of the subcommittee :] 
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Foreign Claims Settlement Commission of the United States 

Washington, D.G., December 10, l!)Vf 

Hon. Quentin N. Burdick, 

Chairman, Ad Hoc Subcommittee, Committee on the Judiciary, U.8. Senate, 
Washington, D.G. 


Dear Mr. Chairman: At the hearing on the bill, S. 1728, held December 3, 
1974, you requested that the Commission furnish information concerning the 
tax benefits deri ved by corporations having unpaid balances on awards granted 
under Title II of the War Claims Act of 1948, as amended. Enclosed is a list of 
the corporations with the tax benefits derived, if any, on account of the losses that 
were the subject matter of the claims. This list generally corresponds to the list 
that appears on pages 32-34 of the transcripl; of the hearing held on November 
7, 1973, by the Subcommittee on Commerce and Finance of the Committee on 
Interstate and Foreign Commerce, House of Representatives. 

I would like i:o clarify my response? to certain questions relative to whether 
the tax benefits deducted from awards by the Commission included state or 
foreign tax benefits that may have been derived by these corporations. Under 
Section 206(b) of the War Claims Act of 1948 ( 50 U.S.C. App. 2017e, the Commis- 
sion was required to deduct from these corporate awards the Federal tax bene- 
fits. State or foreign tax benefits were not considered. It should also be noted 
that this statute did not require the deduction of any tax benefit that individuals 
may have received. Thus, our claim forms were not designed to obtain this: 
information. 

During the course of the hearing, the issue arose regarding whether paragraph 
3, which was added to Section 213(a) of the War Claims Act by Public Law 
91-571, approved December 24, 1970, required that the $10,000 payment author- 
ized in paragraph 2 be counted when computing the $35,000 ceiling set forth 
in the said paragraph. While there is testimony on the bills, H.R. 2669 and S. 941, 
the proposals which became Public Law 91-571 to the effect that the $30,000 
should be counted to reach the $35,000 ceiling, the Senate report (S. Rept. No. 
91-1375) on H.R. 2669, makes it clear that the new $35,000 ceiling on payments 
in paragraph 3 was in addition to the $10,000 referred to in paragraph 2. 
Therefore, the Commission is in fuli agreement with the view on this issue 
expressed by the Chairman at the hearing. 

The Commission is pleased to furnish this information. 

Very truly yours, 


Wayland D. McClellan, 

General Counsel. 
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BENEFITS 

>.o . i 

M't. 

CLAIM 07 

DERIVE!) 

i 0921 

1 i J. 3 / i 

iloroe Inaucap.ce Company 

None 

4329 

11279 1 

Home Insurance Company I 

? 1,941.09 

65 u0 j 

11279. 

Lnsurance Co. of No. America 

4,672.32 

4319 

12027 

Home Insurance Company 

986.18 

6555 

12027 

Insurance Co. of No. America 

10,506.90 

5595 

13521 

Guardian Life Ins. Company ofj 




America 

None 

6551 

14803 

Insurance Co. of No. America 

6,356.58 

4331 

14967 

Home Insurance Company 

634.82 

6957 

14967 

Aetna Casualty & Surety Co. 

11,967.53 

8548 

19237 

Northeastern Insurance Co. of 




Hartford 

None 

8550 

19231 

Quaker City Insurance Co. 

None 

8555 

19253 . 

Rhode Island Insurance Co. 

None 

8592 

19627 

N. Y. Underwriters Ins. Co. 

None 

8596 

19628 

Pacific Ins. Co. of New York 

None 

8610 j 

19629 

Vigilant Insurance Co. 

19,402.86 

8567 

19647 

Bankers & Shippers Ins. Co. o: 




New York 

None 

8578 

19649 

guaranty Security Ins. Co. 

None 

8599 

19787 

Providence Wash. Insurance Co 

None 

8609 

19817 

Universal Insurance Co. 

24,811.36 

6810 

19969 

Aetna Casualty & Surety Co. 

6,039.81 

S560 . 

20012 

Aetna Casualty & Surety Co. 

None 

8561 

20013 

Agriculture Insurance Co. 

None 

8562 

20014 

Agriculture Insurance Co. 

None 

3353 

20015 

American Home Insurance Co. 

7,292.31 

8564 

20016 

American Home Insurance Co. 

None 

8565 

20017 

American Re-Insurance Co. 

None 

S571 

20019 

Continental Insurance Co. 

None 

8572 

20020 

Continental Insurance Co. 

None 

8573 

20021 

Federal Insurance Co. 

None 

5575 

20022 

Fireman’s Ins. Co. of Newark. 




New Jersey 

None 

8377 

20024 

Great American Ins. Company 

None 

85/9 

20025 

llanover Insurance Company 

None 

5580 

20026 

Hartford Fire Insurance Co. 

None 

p !v'4» 

19943 

■Tome Insurance Company 

None 
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! CLAIM 07 

TAX 

BENEFITS 

DERIVED 

.■■>07 

2010? 

|se. Paul Fire & Marine Ins. 




1 Company 

None 

i-i97 

20104 

Phoenix Insurance Company 

None 

Su98 

.20 i 05 

Providence Wash. Ins. Co. 

None 


20106 

Reinsurance Corporation of 




New York 

$ 11,822.84 

S393 

20103 

Niagara Fire Ins. Company 

None 

8603 

20007 

Reliance Insurance Co, 

• 

None 

$604 

20008 

Reliance Insurance Co. 

None 

8557 

20306 

Aetna Insurance Co. 

None 

8557 

20306 

Aetna Insurance Co. 

441.72 

8558 

20308 

Aetna Casualty & Surety Co. 

1 . 

None 

8558 

2030B 

Aetna Casualty & Surety Co. 

4,232.00 

8570’ 

20309 

Phoenix Insurance Co. 

. None 

8570 

20309 

Phoenix Insurance Co. 

462.00 

8581 

20180 

Fireman's Fund las, Co. 

None 

8582 

20189 

Fireman's Fund Ins. Co. 

None 

8586 

20131 

Insurance Co. of No. America 

63,475.14 

8602 

20128 

Reliance Insurance Co. 

None 

8606 

20129 

Monarch Life Insurance Co. 

74,939.32 

8583 

20492 

Home Insurance Company 

None 

8601 

20494 

Reliance Insurance Company 

None 

8605 

20495 

Security Insurance Company 

None 

8.566 

20018 

Atlantic Mutual Ins. Company 

None 

8576 

20023 

Glens Falls Insurance Co. 

None 

8568 

20955 

Boston Old Colony Ins. Co. 

None 

8594 

20957 

North River Insurance Co. 

40,014.90 

8611 

20960 

Westchester Fire Ins. Co. 

6,936.08 

8608 

20959 

U.S. Fire Insurance Co. 

195,555.29 

8b08 

20959 

U.S. Fire Insurance Co. 

39F.45 

85 95 

21249 

Boston Old Colony Ins. Co. 

None 

8595 

21249 

Boston Old Colony Ins. Co. 

None 

85 74 

20955 

Fireman's Fund Insurance Co. 

None 

8539 

20101 

Merchants Fire Assurance Corp 




of New York 

None 

8587 

21250 

Insurance Co of No. America 

144,078.50 

8595 

21249 

Boston Old Colony Ins. Co. 

None 

10731 

20961 

Equitable Life Society of 




U.S. 

None 

5547 

19223 

Reliance Insurance Co., etc. j 

None 
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claim 

DECISION 

CLAIM o;- 

TAX 

BENEFITS 

DERIVED 

9337 

57J 5 

Universal Loaf Tobacco Co., 




luc. 

$ 20,319.05 

l'V+0 

100/> 

Matson Navigation Company 

27,107.43 

S616 

10424 

California Texas Oil Corp. 

None 

10921 

1115/ 

Borg-Warner Corporation 

None 

13522 

11130 

California Texas Oil Corp. 

None 

1257 

11291 

Archer-Daniels-Midland Co. 

80,877.12 

13474 

11834 

Union Oil Co. of California 

105,878.27 

8619 

11869 

Standard Oil Co. of California 

None 

8619 

11869 

Texaco, Incorporated 

None 

9523 

12456 

Shanghi Wharf & Warehouse Co., 




Fed Inc. USA 

None 

20670 

13041 

United States of America on 




High Seas 

None 

20670 

13041 

United States of America 




Philippine Limit 

None 

11180 

13282 

Westinghouse Air Brake Co. 

124,228.00 

11176 

14766 

America Express Co., Inc. 

246,220.40 

12062-3 

14966 

Paramount International Films 




Inc . 

None 

12062-3 

14966 

Paramount Pictures Company 

{ None 

8203 

16725 

The Rieser Company, Inc. 

! None 

8204 

17286 

Belle River Holding Co., Inc. 

32,800.23 

7227 

18560 

Reliance Motors Federal Inc. 




USA 

| None 

7819 

19227 

First National City Bank 

11,319.93 

7815 

19226 

Shanghai Power Company 

None 

10010 

16X18 

S. S. Kresge Company 

80,660.80 

1/977 

18197 

The Cillctte Company 

227,772.00' 

2298 

15065 

Mobile Oil Corporation 

475,004.00 

2300 

15067 

Mobile Oil Corporation 

245,547.00 

229/ 

15064 

Mobile Oil Corporation 

590,306.13 

2299 

15056 

Mobile Oil Corporation 

1,090,404.73 

2302 

15068 

Mobile Oil Corporation 

45,000.19 
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.4,1 

Di'CJSlON 

3346 

i! 3432 

3093 

lj8 7 16 

9774 

118734 

1/‘S05 

14308 

19016 

12138 

19410 

5041 

19225 

17575 

20140 

22740 

19903 

8323 

20496 

8323 

20496 

9603 

20954 

2301 

18241 

17536 

18559 

22724 

19228 

22745 

19229 

5896 

21325 

22742 

20057 

18270 

21314 

20235 

21313 

9468 

21450 

9604 

21458 

17426 

•21449 

17528 

21441 

17531 

21444 

18151 

21451 

9796 

21327 

7115 

18764 

22739 ; 

19904 


CLAIM 07 

Tidewater Oil Company 

The Robert Dollar Company of 
California 

Warren Brothers Company 

Columbia Pictures Corp. 

Humble Oil Refinery Co* 

Standard Car Finance Corp. 

Caltex (Asia) Limited 

International Telephone & 
Telegraph Corporation 

Creole Petroleum Corp., etc. 

Creole Petroleum Corp., etc. 

Bastman Kodak Company 

Mobile Oil Corporation 

Ford Motor Company 

International Telephone & 
Telegraph Corporation 

International Telephone & 
Telegraph Corporation 

Otis Elevator Company 

International Telephone & 
Telegraph Corporation 

International Harvester Co. 

Com Products Company 

Chicago Pneumatic Tool Co. 

Eastman Kodak Company 

Atlantic Richfield Co. 

Esso Standard Eastern Inc, 

Esso Standard Eastern Inc. 

American Radiator & 

Standard Sanitary Corp. 

United Shoe Machinery Corp. 

F.W. Woolworth Company 

International Telephone & 
Telegraph Corporation 


TAX 

BENEFITS 

DERIVED 


1,077.21 

None 


14, 

,492 ! 

1.61 

780, 

,175 

.68 

No 

le 


527, 

,090 

.59 

7, 

,768 

Loo 

79, 

,954 

.12 

Ho : 

le 


23. 

,646 

.73 

1,203, 

,350 

Loo 

311. 

,090 

1.00 

10 

,231 

.00 

65 

,199 

|.01 

596 

,493 

.00 

5 

,027 

. 36 

913 

,493 

1.34 

1,386 

,698 

1.21 

346 

,224 

• 

1-00 


694,534.55 

j 

None 

20.961.00 

41.958.00 

1,566,964.39 
Ncne • 

1,331 ,005.51 
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CLAIM 

NO. 

DECISION 

NO. 

CLAIM 07 

TAX 

BENEFITS 

DERIVED 

22 741 

1 9905 

International Telephone 4 




Telegraph Corporation 

$ 6,221.00 

22743 

19902 

International Telephone & 




Telegraph Corporation 

4,313.36 

674 

21519 

Mobile Oil Corporation 

177,459.00 

10619 

21487 

General Motors Corporation 

16,831,806.21 

10619 

21487 

General Motors Overseas 




Corp. (China) 

41,725.67 

10619 

21487 

General Motors Overseas 




Corp. (rhil.) 

41,725.67 

18150 

21319 

Standard Oil Co. of Calif. 

None 

18150 

21319 

Texaco, Incorporated 

None 

18884 

19130 

Worthington Corporation 

29,224.47 

20237 

20974 

Corn Products Company 

2,353,181.61 

8470 

21326 

Swift & Company ’(Illinois) 

13,563.26 

17526 

21439 

Esso Standard Eastern Inc. 

163,632.00 

17527 

21440 

Esso Standard Eastern Inc. 

937,778.00 

17529 

21442 

Esso Standard Eastern Inc. 

52,941.00 

17530 

21443 1 

Esso Standard Eastern Inc. 

324,814.00 

' 17532 

21445 

Esso Standard Eastern Inc. 

None 

17533 

21446 

Esso Standard Eastern Inc. 

None 

17534 

21447 

Esso Standard Eastern Inc. 

None 

1987 

21522 

United Fruit Company 

390,030.49 

2295 

1 21499 

General Milk Company 

None 

7359 

17015 

IBM World Trade Corporation 

24,041.60 

7625 

21483 

Standard Oil Co. of N. J. 

None 

7825 

21526 

International Telephone & 




Telegraph Company 

19,456.08 

8612 

21534 

General Electric Company 

: 1,033,909.00 

8613 

21362 

Texaco Incorporated 

325,500.00 

8617 

21544 

International Securities Co. 

None 

8617 

21544 

The Singer Company 

251,423.74 

10328. 

21535 

The Anaconda Company 

40,429.00 

11641 

21393 

Sea Oil & General Corp. 

None 

20236 

20553 

Corn Products Company 

None 

22725 

21523 j 

International Telephone & 



1 

Telegraph Company 

993,344.00 

9605 

20954 

Eastman Kodak Company 

23,646.73 

8614 | 

17639 

! 

The J»uckl Company j 

None 
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Senator Fong. You have here mentioned claims under the amend- 
ment which was passed by the House. Now, would mixed claims be 
considered an individual claim ? 

Mr. McClellan. A portion of it would be an individual claim, 
and the way we classify it is another portion would be through owner- 
ship interests in a corporation. In other words, what we have is this. 

We have, let us say, a house; for example, a private dwelling, and 
maybe the individual owned this outright in his own name, but 
another part of the claim may have been based upon a stockholder 
interest in a corporation that sustained a loss. This is why we made 
the distinction between the individual corporate claimants and the 
individual solely individually owned property and the mixed claims 
so the mixed claims would bo a little bit of both. 

Senator Fong. So the way the amendment reads is a mixed claim 
would be considered an individual claim ? 

Mr. McClellan. That is correct. 

Senator Fong. So that if the bill is passed with the amendment, 
the peophi with the mixed claims will get paid in full ? 

Mr. McClellan. That is my understanding. 

Senator Burdick. And some of that can be corporate claims ? 

Mr. McClellan. It could be, yes, sir. 

Mr. Westpaiil. One last question, if I might, Mr. Chairman. At the 
time your commission determined the amount of the awards on all of 
these claims, that determination was made sometime in the 1060’s, as I 
understand it, and in determining the amount of the award, you 
attempted to determine the value of the property as of what date? 

Mr. McClellan. At the time of loss. 

Mr. Westpiial. Which would be somewhere in the 1930’s or early 
1940’s? J 

Mr. McClellan. Between 1939 and May 8, 1945, with respect to 
Europe, and September of 1945 with respect to the Pacific. 

Mr. WESTriiAL. So the dollar amounts shown in these schedules 
that are included in the House hearing record, those are dollar values 
as of some time in the late 1930’s or early 1940’s ? 

Mr. McClellan. That is right. 

Mr. Westphal. That is all the questions I have. 

Senator Burdick. On page 34 of the House hearings, which we 
have been referring to during this last period of interrogation, are 
listed the corporate and partnership — individual — claims and a quick 
rundown indicates that when the $24,000 is paid, there are only 15 
remaining in that group, by my calculation. On the individual claims, 
then, if the remaining $24,000 is paid, there will only bo 17 individuals 
claims left unpaid. On the mixed claims, if the $24,000 is paid, there 
will only be 11. 

. Mr. McClellan. A substantial number, and I would say the ma- 
jority of these claims, would be paid off under the present law. 

Senator Burdick. That is the present law as you and I understand it ? 

Mr. McClellan. Yes, sir. 

Senator Burdick. So there have already been some priorities 
established ? 

Mr. McClellan. Yes, sir. 

Senator Burdick. Any more questions ? 

Senator Fong. No. 
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Senator Burdick. Mr. Westphal? 

Mr. Westphal. No. 

Senator Burdick. Well, thank you very much. 

Mr. McClellan. Thank you. 

Senator Burdick. Our next witness is Mr. Luis C. Roever from 
Hingham, Mass. Welcome to the committee, Mr. Roever. 

STATEMENT OF LUIS C. EOEVER, HINGHAM, MASS. 

Mr. Roever. Mr. Chairman and members of the subcommittee, my 
name is Luis C. Roever, and I reside in Hingham, Mass. I am here to 
testify in support of S. 1728, as amended and passed by the House of 
Representatives. This bill provides a priority for individual U.S. 
citizens who have been granted awards under the War Claims Act as 
compensation for losses they suffered in World War II. 

My claim arises from the seizure and ultimate loss of my family’s 
vegetable oil manufacturing plant in Wittonberge, Germany. This 
business had been in our family for many years. My father was 
Gorman-born, and the business provided our family’s principal sup- 
port before the war. I am a native-born American citizen and I served 
with the U.S. Army in World War II in combat in North Africa and 
in Italy. I am currently the treasurer of a company in Massachusetts 
and have a background in tax and corporate finance. 

I am sure that the subcommittee is aware of the hardship suffered 
by individuals whose homes, personal possessions, and family busi- 
nesses were lost or destroyed during World War II and why these 
losses arc of such an altogether different and more damaging nature 
from those of large multinational corporations as to justify a priority 
for individuals. I would like to address myself to another aspect of 
the problem: The fact that multinational corporations received sig- 
nificant tax benefits because of their war losses that were unavailable 
to individuals. As a result of the availability of these tax provisions, 
together with the amounts already received from their war claims 
awards, the corporate claimants, and indirectly their stockholders, 
have recovered a very high percentage of the losses they suffered dur- 
ing World War II. The 37 corporations that received war claims 
awards in excess of $500,000 have received $35.6 million collectively 
in U.S. tax benefits. 

F or several reasons, individuals were unable to take tax deductions 
for property losses that were available to multinational corporations. 

First, oven if an individual were eligible to take a deduction, sub- 
stantial income in the year of loss would be required in order to make 
the deduction valuable. Many of the individual awardholders were 
recent refugees to the United States with little or no taxable income 
against which to take the losses. In my own case, which was typical of 
many individual awardholders, I was in the armed services during 
World War II and consequently my income was minimal during the 
war years. 

Moreover, in many cases, especially those involving the loss of per- 
sonal residences, other personal property or real estate — categories 
which comprise the vast majority of losses suffered by individuals — 
the availability of a deduction in most of the relevant years was de- 
pendent upon a taxpayer’s having large capital gains, regardless of 
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his ordinal^ income. Since many claimants had had their bank accounts 
confiscated, a loss not compensable under the War Claims Act, it was 
extremely unlikely that they would have capital at all by the time of 
their emigration to the United States, much less capital gains. As a 
practical matter, then, the great majority of individual claimants had 
neither sufficient income nor income of the right kind to make a cor- 
uscation loss or a war loss available or worthwhile- — a problem that 
most corporations did not have. 

Second, since many of the claimants were recent refugees with no 
knowledge of: the complexity of U.S. tax law, they were unlikely to 
take advantage of such tax deductions as were available to them. U.S. 
corporations did not have this problem. 

Third, in many cases, ownership of the property confiscated was ur - 
clear because records located in Europe had been lost or were otherwise 
unavailable, and proof of loss in a hostile foreign country was difficult 
to establish, thus precluding a tax deduction. U.S. corporations would 
not iiave simi lar problems of establishing ownership. 

To correct a misunderstanding that somebody was testifying to be- 
fore, I can make it clear as to individual claimants who filed a claim 
and received an award based on ownership of a German corporation. 

IJiese were family corporations. These were not public held cor- 
porations. There is a big difference. 

b ourth, the special war loss deduction that many multinational cor- 
porations took advantage of was not available to persons who lost 
their property before December 11, 1941, the date on which the United 
htates declared war on Germany. The property of many individuals 
had been confiscated by the Nazis long before this date. The most 
sweeping confiscation order of the period was issued by Hitler on 
November 25, 1941. Ironically, the effect, of this order, issued less than 
' 5 weeks before the declaration of war, deprived many individuals of 
potential tax lienefits under U.S. law. 

1 he confiscation decrees of Nazi Germany issued before the United 
otates entry into the war were aimed at individuals, Jews, other non* 
Aryans, and political enemies of the Nazi Party. These decrees did not 
confiscate the property of U.S. comorations. 

Thus, while many individuals had lost their property before De- 
cember U, 1951, and were unable to take the war loss deduction, very 
tew U.S. corporations were in the same position; for most corpora- 
tions the war loss deduction was available to them. For all these rea- 
sons it can be stated with certainty that very few, if any, individual 
claimants received U.S. tax benefits as a result of the ‘confiscation, 
loss, or destruction of their property. After taking a survey of the 
individual claimants and examining the files of the Foreign Claims 
Settlement Commission, our group of individual awardholders has 
been unable to find a single case of an individual claimant taking a war 
loss or confiscation loss deduction. 

Because of the tax deductions taken by corporate awardholders 
on account of war losses, those corporations have received a sub- 
stantially greater percentage of compensation for their actual loss 
than have, the individuals. The corporations have contended that since 
they were required to deduct their tax savings from the amount of their 
claim, they are. in approximately the same position as the individuals. 

As the following example illustrates, however, it can be demonstrated 
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that corporations taking tax deductions as a result of their losses have 
recovered a greater percentage of their loss than individual claimants 
who were not able to take such deduction. 

Assume that an individual suffered a $1 million loss and took no 
tax deduction. He would have received an award from the Foreign 
Claims Settlement Commission in that amount. To date, he would 
have received actual compensation as follows: $10,000, under a pri- 
ority for claims up to that amount; plus $606,870, because all award- 
holders received 61.3 percent of their remaining awards in 1967 ; 
plus $11,000, under a second priority. His total compensation to date 
would have been $627,870, about 62.8 percent of his loss. 

Assume that a corporation suffered a loss of exactly the same 
amount, $1 million, but took a tax deduction. If the corporation was 
paying taxes at the rate of 50 percent of its net income, its savings 
would have been $500,000. In calculating the award to the corporation, 
the Foreign Claims Settlement Commission would have subtracted 
this amount from the award itself. Note that the tax saving is sub- 
tracted at this point, from the base award, and is not a debit against 
actual payments from the War Claims Fund. To date, the corporation 
would have received compensations as follows : $500,000, which is the 
tax savings mentioned above; plus $10,000 and plus $300,370. The 
$300,370 is the result of 61.3 percent times $490,000. So you have the 
$300,000 plus $11,000, for a total of $821,370 total compensation. 

The corporation has been compensated for about 82.1 percent of its 
loss. 

Thus, it is clear that the tax deductions taken by corporations have 
resulted in their receiving greater compensation for their losses than 
individuals have received. Indeed, one single corporation, General 
Motors, took a war loss tax deduction almost three times as large as 
the total of all outstanding individual awards. 

In addition, many of the corporate, awardholders may have taken 
deductions from State and local taxes as a result of their wartime losses. 
These tax savings were not deducted from their War Claims awards. 
Furthermore, those corporations that reestablished operations in Ger- 
many after the war were eligible for very substantial tax benefits from 
their German tax obligations as a result of war losses. These tax benefits 
were not deducted from their War Claims awards. Thus, it is possible 
that some of these corporate awardholders have already received 100 
percent or more of their actual losses when all their awards and tax 
benefits are considered. 

In addition, the ability of these multinational corporations to take 
substantial deductions in the forties allowed them to recover part of 
their losses immediately rather than to wait until the late sixties as the 
individual claimants were forced to do. In effect, a corporation taking 
a war loss in 1942 worth $1 has had the use of that $1 for 32 years. 
The financial compound interest and annuity tables published by the 
Financial Publishing Co. of Boston state that $1 left at compound in- 
terest of 10 percent will grow to $21.10 in 32 years. At 5 percent, $1 
will grow to $4.80 in 32 years. 

Consider, for example, the case of I.T. & T., one of the largest award- 
holders, which took tax benefits of $1,956,000. I.T. & T. has had an aver- 
age return on capital of well over 10 percent. At 10 percent, I.T. & T.’s 
tax savings would have grown to over $41 million by 1973. Even if 
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the money derived from the tax saving; had merely been placed in a, 
savings bank at 5 percent interest, it would have grown to over $9, 

200,000, an increase far in excess of the total unpaid individual awards 

I also want 'bo point out that no interest is added to any amount paid, 
as a result of war claim. Therefore, individuals have not had their 
funds working for them, whereas corporations have been able to put. 
t heir tax savings to work for them for many years. 

Before I flew down from Boston yesterday I was curious what, the 
effect would hi if the total unpaid amounts due individual claimants, 
namely $6,500,000, were paid to all corporate payments. I simply used 
three large companies which are corporate claimants in the list of, if 
I remember, 160 corporate claimants, namely Standard Oil of New 
Jersey, ITT, and General Motors. Their total net worth is $26 billion 
for just the three corporations. It is $26,696,493,000. If they received 
the full amount of the $6,500,000 due the Individual claimants, this 
would increase their net. worth by 2/100 percent. If you look at the 
total shares outstanding of the three corporations, these corporations 
have 607,370,000 shares outstanding. On a per share basis this would 
increase their earnings by 1.1 cents per share. 

Obviously if I had used all 160 corporations, the amounts would be 
absolutely minimal. 

The point I am making here is that the unpaid amounts due the 
individual claimants is of a most, serious magnitude to them. In the 
event that any portion due these claimants is not paid to them but is 
paid to the multinational corporations, the effect of these windfall 
profits to the stockholders of these multinational corporations is 
negligible and hardly measurable. 

Finally, because the value of the dollar has plummeted during these 
years, a corporation taking a war loss deduction worth $100,000 in 
1942 thereby realized more than twice as much value as a claimant 
receiving a $100,000 payment on his award in the late 1960’s or now. 

In sum, as stated by Senator Srnathers on the Senate floor during 
debate on the 1 962 war claims legislation :: 

“Already some of the large businesses have, in effect, been repaid 
as a result of tax deductions and other businesses they operated.” 
Congressional Record, September 12, 1962, Vol. 108, p. 19221. 

Thus, even if the losses suffered by the individual awardholders are 
not regarded a3 fundamentally different from the corporation losses — 
although I am totally convinced that they are very much different— 
the tax saving enjoyed by corporations is a valid basis for establishing 
a priority for individual awards. 

As I was coming here to testify this morning, I had a thought for 
whatever it is worth, and it is worth a lot to me. I was the fellow 
who 30 years ago who lost his property. I am the fellow who filed 
his claim about 15 years ago and I received awards. Thirty years 
later I am here somewhat gray testifying again hoping to have you 
gentlemen consider all the individual war claimants because we 
think- — and I certainly think that our position is fair — -that is equitable 
and just. 

Thank you, Mr. Chairman. 

Senator Bttio>ick. Thank you for your contribution this morning. 

I just have a few questions to ask you. First of all, what was the legal 
character of your business and the family business in Germany? 
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Mr. Roever. My family business in Germany was a family busi- 
ness I believe 95 percent owned by the family. It was a corporation. 

Senator Burdick. It was a corporation ? 

Mr. Reover. Yes. 

Senator Burdick. That is one of the problems I see we are going 
to have as to how we separate corporations. It wasn’t publicly owned 
but it was incorporated ? 

Mr. Reover. It was incorporated. I assume because my father was 
a businessman that that would bo a normal way for a family to run 
a business. 

Senator Burdick. So you don’t claim to be a small business? 

Mr. Reover. No; I did not claim a small business. 

Senator Burdick. You were a family corporation duly incorporated « 

Mr. Reover. Yes, sir. 

Senator Burdick. I notice on page 35 of the House report your 
name. Are you Luis or Rudolph ? 

Mr. Roever. I am Luis. My brother Rudolph would be here, but 
the gentleman is 69 years old. His wife is in the hospital and has 
been there for 6 weeks. 

Senator Burdick. You filed a claim for $254,000 and Rudolph filed 
a claim for $254,000— oh, no, $254 million ? 

Mr. Roever. Oh, no, it is thousand. 

Senator Burdick. You are right, it is thousand. I better get a new 
pair of glasses. 

Mr. Roever. The claim was for $254,618 each. 

Senator Burdick. According to the record, you already received 67.1 
percent and your brother has received 67. 1 percent ? 

Mr. Roever. Yes, Senator. 

Senator Burdick. I’ve done a little calculation of this here. When 
you receive another $24,000, you would have received $194,951 instead 
of $170,951 and that would leave a balance of $59,600 ? 

Mr. Roever. I am sure your arithmetic is right. 

Senator Burdick. That would be just about 80 percent of the claim 
and if the law is not changed, you still share in the general pro 
ration ? 

Mr. Roever. I understand that, Senator. 

Senator Burdick. And you think that your category is entitled to 
different treatment than other corporations ? 

Mr. Roever. Than the large U.S. corporations, yes, because it was 
my family corporation. When the family corporation was lost during 
World War II every single penny went down the drain. I was very 
fortunate. I served in the U.S. Army and was able to finish my school- 
mrn i I think one of the greatest pieces of legislation, namely the 
G1 bill, but I had nothing in the bank account. 

Senator Fong. I have no questions, Senator. You had a very fine 
statement. 

Mr. Westphal. No questions. 

Senator Burdick. We are just going to have to play it as best we 
can because we have some important votes coming up this afternoon. 

We have one more witness this morning and then we will have to 

problem ? mbl % D ° eS anybody have travel P lans that will present a 

All right, we will take you then. Would you identify yourself please. 
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STATEMENT OF ERNEST G. HERMAN, LOS ANGELES, CALIF. 

Mr. Herman-. Mr. Chairman and members of the subcommittee, my 
name is Ernest Herman, and I live in Los Angeles, and I hope to return 
to Los Angeles this afternoon. 

I am grateful for the opportunity to appear before this subcom- 
mittee to testify in support of S. 1728 as amended and passed by the 
House of Representatives. My claim under the War Claims Act derives 
from the loss of my family’s printing business in Berlin. This business 
had been founded by my great-grandfather m 1834 and my family 
owned and operated the business for four generations. The business 
was expropriated by the Nazis. It was destroyed by bombing during 
the war. I emigrated to the United States m 1936. I became a U.S. 

citizen in 1942 and served in the U.S. Army. T 

As is the case with most of the individual awardholders, 1 came 
to this country as a refugee from a totalitarian dictatorship. 1 wi 
alwavs be grateful for the opportunity to live and work m freedom. 

It is in this spirit of gratitude to this country that I present my 
testimony today, recognizing as I do, how unique a privilege it is to be 
part of a government that is concerned with the welfare ot mdiv idnais 

and takes the time and interest to listen to their problems. 

I do not appear to advance a claim against the United States txovern- 
ment or to seek any relief that is payable out of the tax dollars ot 
American citizens. The issue before this subcommittee, I believe, is 
simply a question of relative equity between two distinct groups ot 
claimants to a fund that is inadequate to pay both of them m full. I 
realize that this is not an issue of major importance to the Nation as 
a whole. Out of a population of 210 million persons, only 186 indi- 
viduals and 161 corporations have a direct stake in this matter. 

Because so few persons are directly involved, it is quite simple to 
characterize this legislation as a bill for the benefit of special interests. 

It is therefore not surprising that those who oppose this legislation 
have made this contention. ,. 

The argument has been advanced, in its baldest terms, that this bill 
is unprincipled special interest legislation for the benefit of a few 
rich individuals. I strongly disagree. I believe that this legislation is 
premised upon a clear principle of equity and justice; that the indi- 
viduals’ awards are restitution for far greater hardship, suffering and 
loss than those of the corporate awardhol ders. . 

My award, with an unpaid balance of about $>471,060, is one of the 
largest individual awards. Since coming to this country I have been 
active in business, as well as in charitable and civic affairs. I have been 
fortunate enough to have achieved some success. My standard of liv- 
ing will not be affected by the payment of my war claim award. I have 
worked hard for the passage of this legislation for over 5 years tor 
two reasons: lirst, to establish the principle that the devastating per- 
sonal losses that we individuals suffered should be recognized by the 
Congress as losses of an altogether different nature from the relatively 
insignificant investment losses incurred by the corporations, and sec- 
ond', because- unlike myself, the great majority of individual award- 
holders are old, middle- and low-income individuals who do need then- 
full war claims awards to provide essential financial support. 
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S. 1728 would benefit all 186 individual awardholders. Under exist- 
ing law, each awardholder, both individual and corporate, will receive 
$24,000 and thereafter payments will be made on a pro rata basis. 1 ne 
corporate awardholders have argued, therefore, that this bill wil 
benefit only the 43 individuals whose awards are greater than $24,UUU. 

This is not the case. , 

It will take over $5 million to pay all individual and corporate 
awards up to $24,000 and, while it presently seems likely that the war 
claims fund will be large enough to meet these payments, there is 
certainly no assurance that this will be the case. . 

If the individual awardholders are given priority, it, will take only 
about $2 million to pay each individual award up to $24,000. thus, 
enactment of S. 1728 would increase the likelihood that those individ- 
ual awards under $24,000 will be paid in full. It would, moreover, make 

prompt payment of these awards more likely. 

The Justice Department, which administers the war claims fund, 
has been quite conservative in authorizing payments from the fund and 
has always sought to keep a substantial reserve in the fund. Thus, even 
if the fund itself totals more than $5 million, it is very possible that a 
much lesser amount will be distributed in the near future while the 
remainder is held in reserve. This could well result in awardholders 
receiving less than $24,000 in the next distribution. . 

For many of the individual awardholders who are elderly and m 
poor health, the deferral of payment could mean that they will never 
be paid. The passage of S. 1728 w T ill help assure that their legitimate 
interests are not compromised by siphoning off funds to pay the cor- 
porate awardholders who have already received more than $150 million 
from the war claims fund. . 

The corporate awardholders who have termed S. 1728 special in- 
terest” legislation have chosen to overlook the benefits of S. 1728 to all 
individual awardholders and instead, have concentrated their fire on 
the 43 individuals whose unpaid awards exceed $24,000. , 

The charge of special interest totally ignores the vast difference 
between the devastating losses suffered by individuals on the one hand 
and the relatively inconsequential losses suffered by the corporations 
on the other. We individuals derive our awards from the losses of our 
homes, our personal belongings, or our small family business. Except 
for part of one award for $132.50, not one of our claims derives from 
the war losses of large, publicly held corporations. 

Except for this single instance, those of our awards based on the 
loss of businesses involved businesses that were owned and operated 
by the family suffering the loss. In some cases, this was done m an 
effort to disguise the fact that the business was owned by Jews or 
other persons who were in disfavor with the Nazi government. Whether 
or not the corporate form was used, these businesses remained family 
businesses and constituted our primary means of support. Our invest- 
ment in these businesses is in no way comparable to the foreign invest- 
ments of the publicly held multinational corporations. 

In most cases, we lost everything we had. In a number of cases, 
members of our group were imprisoned in Japanese and German con- 
centration camps as a result of their American citizenship. Many of 
those who were fortunate enough to escape in time to avoid imprison- 
ment later served in our Armed F orces during the war. 
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The losses that we experienced are of a totally different character 
from the investment losses of large multinational corporations ThS, 
companies invested a portion of their capital in fore gn subsidiariS 

^h/SlY/f m, ' n, r r '' iTed *? *— smalf part of It ™; 

r fl The k nd of losses the corporations suffered are in no way com-, 
parable to the catastrophic losses of the individuals 

nensatioTw \T- ™ r P orati T on ? have already received substantial com- 

enefits olnl th™ Tndeed ’ for most of them their ^ge tax 

benefits, plus their previous payments under the War Claims Act 

a'w™dhSr?w a JSSSl**"* ° f reCOVMy U “ 11 «“ 

Three groups of awardholders, including all U.S. small business 
i orporatmn.s^ iave already received a priority over our awards and 
f® 611 Pai - d | m f U ■ ‘ Because of these previous priorities, our awards 
,e f n b a,rl on ].V Part- We do not question the judgment of Con- 
gress whu-h provided for full payment to all small U.S. business corpo- 
, Particularly not to religious and charitable organizations 

,7,1? l Ti yU ' n ,nl, . lf hvirluals. But these awards have now been paid 
■Lvrti- hP remaining corporate awards are, without exception, 
thZ- a corporations that are not small businesses. We think that 
heie is a clear and decisive difference, between the total loss of our 
°T po r RomI belongings, and out family businesses on the one 
li.ind and an investment loss that appears only as a footnote on the 
corporate balance sheet on the other. 

b,lVL tnie t! ! at n 11 awar hholders — individual and corporate alike— 
ndivhb?nl Pa ?i y rorupensated for their losses. It is true that some 
I smtitv n thfti 8 suhstantiaHy larger than others because of the 
wid hpSfii th - e ° f the 1 indl viduals losses and that some individuals 
mil benefit more m absolute dollars than others. It is also true that 

from theii'dcv'aTr 3 ^ °^ he individual awardholders have rebuilt 
seXhy devastating wartime losses and now have some financial 

bet ween' lldivUllTl fllCtS Sl T ld ? bscure the fundamental difference 
between individual losses and multinational corporate losses— a dif- 

(lifferenc^thnt 1 r rPa ™ *7™ °i 1nd economic impact as those 

nerences that Congress has already determined justified priorities 

for small businesses and religious and charitable organizations 
In working for the enactment of this legislation for the past 5 years 
I have come to know many of the individual awardholders an /have 
nmsX^fTl ^ a w Wlt ni^ 6 tra A ^i c .details surrounding their losses. The 
P : VfU 0 iTC S ^ Pi jn 1948 was a generous humanitarian 

“fJ t J h t l P i ifj th v LS ' C °ng res ® to Proyide restitution, at least, in 
paif, to those U.S. citizens who suffered shattering personal experi- 
ences^ Now, more than a, quarter of a century later, there is opportunity 
for the Congress to restate this commitment to equity and generosity 

reC0 “ d that the Senate.lceept tlfe 

I’hank you very much. 

m^r^ rv K ‘ J bank Very much for your contribution this 

moi-ning. 'l ou, like the preceding witness, derived vour claim from a 
family corporation. Is that right ? 

Mr. Herman. Yes, Senator. 

Senator Burdick. And are you the brother of Gunther Herman ? 
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Mr. Herman. Yes I am. . . . 

Senator Burdick. I notice by the records here that your claim is tor 
$1,257,999, and your brother Gunther has a claim for a like amount ? 
Mr. Herman. That is correct. . . 

Senator Burdick. That is over $2.5 million. Is that just the shares ot 
you two brothers ? . 

Mr. Herman. We are the sole surviving owners of the business. 
Senator Burdick. When was the business incorporated? 

Mr. Herman. It was incorporated at different times under different 
names for different purposes. 

Senator Burdick. When was the original incorporation incorpo- 
rated ? What year ? 

Mr. Herman. I believe after "World War I. 

Senator Burdick. That would make it 1919 or 1920 ? 

Mr. Herman. I believe so. I was too young to know. 

Senator Burdick. And it was continually the corporation from that 
time until it was destroyed ? 

Mr. Herman. Yes, sir. 

Senator Burdick. Any questions? 

Senator Fong. No questions. 

Senator Burdick. Any questions? 

Mr. Westphal. I have none. 

Senator Burdick. We have a vote now and we will have to adjourn, 
but I would like to ask one question of Mr. Roever if he is still here. 
Mr. Roever. Yes. _ . 

Senator Burdick. Could you supply us with the incorporation date 
of your family company in Germany ? 

Mr. Roever. I frankly don’t know, Senator, because I don't know 
if the papers are available. 

Senator Burdick. Well, you can give us some kind of a date. About 
how long do you think from your memory ? 

Mr. Roever. I would say it was in my family 16 years prior to 1945, 
so you can work it back. I would say in the thirties. 

Senator Burdick. If you get the exact date would you let us know ? 
Mr. Roever. If I can', I will certainly, Senator. 

Senator Burdick. We will be in recess until 2. 

[Whereupon, at 12 :45 p.m., the hearing was recessed to reconvene 
at 2 p.m.] 

AFTERNOON SESSION 

Senator Burdick. Our next witness will be Mr. J ohn E. Clute, senior 
vice president, Boise Cascade Corp., and president of Shanghai 
Power Co. 

We are glad to have you here, Mr. Clute. 

STATEMENT OF JOHN E. CLUTE, SENIOR VICE PRESIDENT OF BOISE 
CASCADE CORP., AND PRESIDENT OF SHANGHAI POWER CO., AC- 
COMPANIED BY WENDELL LUND, COUNSEL 

Mr. Clute. Thank you, Mr. Chairman, and Senator Fong. I am 
John E. Clute and am senior vice president and general counsel of 
Boise Cascade Corp., and president of Shanghai Power Co. And with 
me is Wendell Lund, counsel for Shanghai Power Co. 


Approved For Release 2001/08/29 : CIA-RDP75B00380R000500380003-7 



Approved For Release 2001/08/2§(j CIA-RDP75B00380R000500380003-7 


Mr. Chairman, we appreciate the committee’s scheduling these 
public hearings and providing us the opportunity to testify in opposi- 
tion to the House amendments to S. 1728, which are now under con- 
sideration by tins committee. 

As you are aware, legislation proposing preferential treatment for 
certain claimants, similar to that now being put forward, was last 
considered by the House Judiciary Committee in 1970 and was 
1 irmly rejected. We again urge the rejection of these inequitable 


Mr. Chairman, I have submitted in advance to the committee a 
written statement. I would not propose to read that statement at this 
tmm although I would like it inserted in the written record and I 
would like to highlight certain points made in that statement. 

henator Burdick. Your suggestion to give highlights and summarize 
is highly appreciated. It will be made a part of the record without 
objection. 

[The prepared statement of John E. Clnte follows :] 


Testimony of John E Clute, Senior Vice President of Boise Cascade 
Cokp., and President of Shanghai Power Co. 

Mr. Chairman : Thank you for the opportunity to appear. My name is John 
E. Clute. I am Senior Vice President and General Counsel of Boise Cascade 
Corporation. I am also President of its subsidiary, Shanghai Power Company, a 
United states corporation having a remaining unpaid award of over S3 million 
under the War Claims Act of 1948, as amended. It is important to us to recover 
the largest part of this amount possible under existing law. 

Our claim arises out of damage sustained by Shanghai Power Company 
properties during World War II. The electric properties which were located in 
Shanghai, China, were seized by the Japanese la 1941 and, except for equipment 
removed by the Japanese during the war, recovered by the company in 1945 
The company was required to spend substantial funds to rehabilitate the proper- 
ties which represented one of the largest U.S. investments in China before and 
after World War II. The properties were lost again In 1950 to the Chinese Com- 
munists who up to the present time have neither paid nor offered compensation 
The properties were valued at $56 million at the time they were lost. 

Boise Cascade is a forest products company with its principal office in Boise, 
Idaho, and with operations throughout the United States and in a number of 
foreign countries. Shanghai Power was: acquired by Boise Cascade in 1969 as 
part of Ebasco Industries. 

As passed by the Senate, S. 1728 increases payments to U.S. civilian internees 
in Southeast Asia out of already appropriated funds to the level of payments to 
military prisoners. To this non-con troversial measure the House added two ex- 
traneous riders that have nothing at all to do with the bill as passed hy the 
Senate. 

The first House amendment grants an absolute preference to individual claim- 
ants over corporate claimants, a brand new priority that departs from present, 
law that now treats individual and corporate claimants alike in the payment of 
their awards under the War Claims Act. 

The second House amendment provides for paying all corporate claimants the 
same amount up to $50,000 regardless of the size of their claim or their unpaid 
balance after the awards to individuals are fully paid. This too is a departure 
from present law. 

Tn, 1970, your Senate Judiciary Committee, after public hearings, rejected a 
similar proposal to grant an absolute preference to individual claimants. Instead, 
with the approval of the Foreign Claims Settlement Commission, which in the 
House hearings had opposed granting the preference to individual claimants, 
your Judiciary Committee recommended and the Senate adopted a provision to 
pay the remaining corporate and individual claimants $35,000, or the full amount 
of their unpaid claim, whichever was less, before resuming pro rata payments 
on the claims to individual and corporate claimants alike. 

The purpose of this action was to accommodate in some part, the individual 
preference issue and thus hopefully to dispose of it, while at the same time pay 
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ing off a substantial number of corporate and individual claims that had unpaid 
balances of $35,000 or less. Eleven thousand dollars of this $35,000 has already 
been paid, and we are assured that the remaining $24,000 will be paid out of the 
$5 million that is now available for this purpose. „„„„„„„ , 

In addition to this $11,000, claimants have previously been paid $10,000 plus 
61.3% of their claim, or the full amounts oftheir claim, whichever was less 
Small business claims have also been paid in full as have also the claims of 
churches and charities. As a consequence of these payments there remain only 
348 claims with unpaid balances, out of the 7,039 claims that were adjudicated 
by the Foreign Claims Settlement Commission. After the $24,000 is paid, there 
will remain only 153 claims with unpaid balances, 43 of them individual claims 
and 110 of them corporate claims. . 

What I wish to emphasize is that no change in present law is required to pay 

off in full 144 of the 187 individual claims with unpaid balances. 

Thus, the focus of our discussion is not the 187 individual claims with unpaid 
balances, but rather the 43 individual claims that will remain after the payment 
of $24,000 for which money is now available. 

The House amendment would repeal the provision in the law passed by the 
Senate in 1970 that directs the $35,000 payment, thus cancelling the remaining 
$24,000 payment, 'and substitute therefore the absolute priority for individual 


claims over corporate claims. 

In a letter to the House Commerce Committee, printed in the hearings on this 
bill, the Justice Department stated that 'because of pending litigation, private 
bills, and various claims it cannot be certain how much will remain of approxi- 
mately $20 million now in the fund. It appears that all we can be certain of is 
that $5 million will be available to be applied on unpaid balances. 

Approximately $6.5 million will, be required to pay off the individual claims 
under the House individual preference amendment. Nine of these 43 claimants 
will receive 62% of this $6.5 million. Including previous payments received, 
these nine claimants will have received from the fund a total of $6,502,027 or 
an average of $726,670 apiece if the House amendment is enacted. 

It should also be noted that after the $24,000 payment has been made under 
present law, the remaining 43 individuals with unpaid balances will have heen 
paid 64% to 99.8% of their claims. This percentage will, of course, he increased 
further by any amounts paid out pro rata from funds that may become available 
over and above the $5 million. 

The point is that under existing law, any cases of serious hardship that have 
not been taken care of already will be taken care of by the payment of the addi- 
tional $24,000 and that then all the individual claimants will have been com- 
pensated either in full or for the largest part of their loss. 

My purpose in presenting these facts as regards the individual claimants Is 
in no sense to disparage the merits of their claims as adjudicated by the For- 
eign Claims Settlement Commission. It is rather to point out that hardship 
cases have already been taken care of or will be taken care of by payment of 
the additional $24,000 under present law, and that all individual claimants, both 
small and large, have been treated at least as favorable as the corporate claimants 
to the extent available funds permit. 

We believe therefore that there is no fair and reasonable basis for giving the 43 
individual claimants who 'will have unpaid balances preferred treatment over 
corporate claimants by the payments of 100% of their unpaid balances. 

The principal argument made by the proponents of granting a preference 
to individual claimants over corporate claimants' in the payment of unpaid bal- 
ances under the War Claims Act of 1948 is that corporate claimants have received 
substantial tax benefits that were not received by the individual claimants. 
In their testimony in the House hearings, proponents compute these tax benefits 
at 50% of the loss, and the assumption is that corporate claimants generally 
received tax benefits at this rate, or at an even higher rate. 

Facts in the files of the Foreign Claims Settlement Commission flatly con- 
tradict this assumption. These facts show that of the 161 corporate claimants 
with unpaid balances, 77, or almost half, received no tax benefit whatsoever 
from their war losses, and further that the total tax benefits received for war 
losses was only 14%, not 50% or more, of all corporate losses here involved. 

Section 206(b) of the Act requires corporations to disclose, under oath, 
any tax benefits received from losses claimed. These benefits are then deducted 
from their awards. The Act, however, makes no such requirements of individual 
claimants. They are not required to disclose tax benefits received and such tax 
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benefits, if received, are not therefore deducted from their awards. The tax 
benefits received by individual claimants are therefore not a matter of record 
with the Commission. There has to date been no independent survey of tax 
benefits received by the individual claimants. There are only self-serving 
statements in the record that individuals were not in a position to take deduc- 
tions for their losses. No one knows whether this is so. 

But even if it is so, the fact remains that it is also so regarding 77 cor- 
porate claimants that received no tax benefits f rom the loss. The fact is a matter 
of record with the Foreign Claims Settlement Commission. We are one of 
these 77 corporate claimants that received no tax benefit from the war losses. 

Is it right to penalize these 77 corporate claimants for tax benefits they never 
received? 

The proponents! of the individual preference amendment also attempt to justify 
the priority payment for individuals by arguing that the present shareholders 
of a corporate claimant, were not shareholders at the time the loss was sus- 
tained. But the same is also true of many of these 43 claimants. They also are 
not the same individuals who suffered the loss, but are rather their heirs and 
successors. Many of the individual claims also are for the loss of property that, 
was owned by foreign corporations, not U.S. corporations. By paying off these 
claims, the amendment would discriminate against shareholders of U.S. corpora- 
tions. This point was well made in the testimony of the Foreign Claims Settle- 
ment Commission in the House hearings, in part as follows: 

“We believe that the establishment of a payment priority for awards to indi- 
viduals is discriminatory and unfair to corporate awardees. * * * 

"Individual stockholders who were nationals of the United States were per- 
mitted under Section 205(b) of the Act to file claims for losses sustained by 
non-United States national corporations based on their stockholder or other 
proprietary per centum interest therein. Thus, some awards have been granted 
to individuals based on losses sustained by foreign corporations which could 
not qualify as United States national corporations. * * * 

“In effect, therefore, this proposal would result in the inequitable situation 
under which United States national corporations would be discriminated against 
in favor of one group of award holders, including those whose interests are indi- 
rect through foreign corporations.” (Hearing before the Subcommittee on Com- 
merce and Finance of the Committee on Interstate and Foreign Commerce, 03rd 
Congress, 1st Session, November 7, 1973, Serial No. 03-44, pp. 25-26.) 

It has been asserted that the recovery for the loss of Shanghai Power Com- 
pany property by Boise Cascade is unjustified for the reason that the loss had 
been written off by a predecessor company. Boise Cascade acquired Shanghai 
Power Company in 1960 as part of its acquisition of Bbasco Industries, The 
Shanghai Power war claim had already been adjudicated by the Foreign Claims 
Settlement Commission and partial payment had already been received by 
Ebasco Industries. 

The write-off — which was occasioned by the Japanese occupation of the prop- 
erty — was a bookkeeping transaction necessitated by conservative accounting 
practice. It. did not relate to the company’s award certified by the Foreign Claims 
Settlement Commission, and this claim is the only recourse available for the 
realization of any compensation for war damage to this property. 

If this loss had been sustained by a corporation less than 50% owned by 
U.S. nationals, it would lie in the same category under the Act. as the claims 
of many of the 43 individual claimants with unpaid balances whose claims are 
based on their interest as shareholders in corporations less than 50% owned 
by U.S. nationals, and thus be eligible under ttie proposed individual preference 
amendment for a 100%recovery rather than recovery of a substantially lessor 
amount as a corporation more than 50% owned by U.S. nationals. 

'The second House amendment to S. 1728, §2(b), would pay corporate claim- 
ants, out of any funds remaining, up to $50,000 without regard to the size: of 
their unpaid balance. This, amendment, as stated in the Separate Views printed 
in the House Report, “must be based on a premise that the more one lost, the 
less entitled he is to reimbursement.” This amendment has no relation to the 
size of company, size of claim, or to any equitable principle of need or the like. 

Moreover, it ignores the fact that all small business claims have already been 
paid in full under the present law. 

For these reasons, Boise Cascade strongly opposes the amendments to S. 1728. 

Our company is not in an economic position to forego any part of the funds 
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that may otherwise be realized from this claim. It is important to our company, 
to our employees, and to our stockholders. 

Both amendments are inequitable. They also would establish an improper 
precedent that is a radical departure from U.S. claims laws as developed over 
the years for the payment of claims of U.S. nationals for war and expropriation 
losses incurred abroad. 

The argument is made that the individual preference amendment cannot be- 
come a precedent in Federal claims law because other claims laws administered 
by the Foreign Claims Settlement Commission do not provide for individual 
preference but treat individual and corporate claimants alike. Precedents, of 
course, affect future not past actions of the Congress. There will undoubtedly be 
other claims laws in the years ahead as there is even now at least one other 
such bill under consideration by the Committees of the Congress. The absence 
of individual preference provisions in previously enacted claims laws is in it- 
self significant because it shows that it has always been adjudged fair and right 
to treat individual and corporate claimants alike. 

It is wrong to talk about the individual preference amendment ns though 
it is a form of equitable relief for 187 needy individual claimants. This simply 
is not true. The individual preference amendment is designed wholly and 
exclusively for the benefit of 43 individual claimants whose claims derive in 
large part from inheritances and from the losses of non-U.S. owned corporations. 

The idea that the individual preference amendment is needed to achieve the 
equitable objective of paying for the loss of personal residences and belongings 
is also wrong. Existing law with no exceptions that we know of has or will 
pay off in full claims for the losses of residences and personal belongings. The 
individual preference amendment is simply not needed for this purpose. 

Moreover, the way it works out is that a number of the 144 individuals with 
smaller unpaid balances will in fact receive less under the individual preference 
amendment than under existing law from the $5 million now available for 
payment. So here again the individual preference amendment does them no 
good, but in fact can hurt them. 

In summary, we believe that the treatment of this matter adopted by the 
Senate Judiciary Committee and the Congress in 1970 was equitable and should 
be preserved. We believe that the amendment to reverse this treatment should 
again be rejected for the same reasons it was rejected at that time and for 
the additional reasons we have set forth here today. 

Again, thank you very much. 

Mr. Clute. Thank you. In the first instance, Mr. Chairman, I think 
it is very misleading and very wrong to talk about the individual 
preference amendment as though it is a form of equitable relief for 
187 needy individual claimants. This is simply not true. The individual 
preference amendment is designed wholly and exclusively for the 
benefit of 43 individual claimants whose claims are large and derive 
in large part from inheritance and from the losses of non-U.S. owned 
corporations. 

The idea that the individual preference amendment is needed to 
achieve the equitable objective of paying for the loss of personal 
residences and belongings is also wrong. Existing law with no excep- 
tions that we know of has or will pay off in full claims for the losses 
of residences and personal belongings. The individual preference 
amendment is not needed for this purpose. 

Moreover, the 144 individuals with smaller unpaid balances will 
in fact receive less under the individual preference amendment than 
under existing law from the $5 million now available for payment. 
Mr. Chairman, the fi rm re of $20 million has been mentioned earlier 
today but only $5 million of that is available for distribution in the 
near future and the remaining $15 million is subject to litigation and 
there are many other claims against it or obstacles to be resolved. 

Senator Fong. You made a statement about 143 individuals that 
will receive less under the House amendment. Is that predicated on 
the proposition that only $5 million is available ? 
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Mr. Clute. That is correct. 

Senator Burdick. But it has been submitted that $20 million will 
bo available. 

Mr. Clute. According to the J ustice Department information, which 
is I believe in the record, or has been put in the record on the House 
side, there is no assurance that that money will become available!, or 
it it does become available, at what point in time. There is litigation 
involved with it, as 1 understand it, and it has not in effect been made 
available. 

►Senator Burdick. It is not a fact then that we have $20 million to 
distribute ? 

Air. Clute. No ; it is $5 million we are talking about as of this point 
in time, and that is very important. I believe there was also referred 
to in the House report the following : 

There can he no assurance that any substantial portion of the $20 million 
will be available for such transfer or any assurance as to when such transfer 
can be made. 

And it goes on to say that according t o their information, the war 
fund is insufficient at this point, and that is quoting from a letter 
from the J ustice Department. 

Senator Burdick. On page 3 you say that $11,000 of the $35,000 has 
already been paid and you are assured that the remaining $24,000 will 
be paid out of the $5 million that is available for that purpose. So 
after you deduct the $24,000 for the claimants, how much to you have 
left of that $5 million ? 

Mr. Clute. Alone. It will be about $300,000 short as a matter of fact. 
If you spread $24,000 to each of the claimants under the existing law, 
there is an aggregate of $5,300,000 so there is a $300,000 shortfall. The 
individual claimants— however, if you aggregate all the individual 
claimants, they total $6.6 million. So if you Spread the same $5 million 
to those individual claimants alone, proportionately, then the 144 who 
would normally under the existing law receive their entire balances, 
they will not receive their entire balances but will only receive a 
proportionate part. In other words, there is $1.6 million shortfall and 
part of that goes to the, more subst antial claimants or in other words, 
the 43. 

Senator Fong. Tinder the existing law the corporations receive the 
$24,000 too? 

Air. Cltjte. That is correct. 

Senator Fong. So what we are addressing ourselves to now is some- 
thing very problematical, namely, the $20 million as differentiated 
from the, $5 million. Only $5 million is to be had now and nothing 
more is expected, correct ? Actually wc are not talking about anything 
more than that now. 

Mr. Clute. Well, we are speaking only of the $5 million as of 
this time. 

Senator Fong. Yes, but if we only have $5 million and we follow 
the old law, then everybody will be paid equally, is that right,? 

Mr. Cltjte. Yes, under the old law or the existing law as it stands 
today, Senator, each of the claimants, both corporate and individual, 
would each receive $24,000 or the remaining balance, whichever is less- 

Senator Burdick. That would fall $300,000 short of covering all 
claims. 
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Mr. Clute. Yes. 

Senator Burdick. What amount are we talking about? 

Senator Fong. May I say that then we are fighting about a problem- 
atical $15 million? 

Mr. Clute. No ; wo are talking about how that $5 million is dis- 
tributed. Under the proposed amendments, Senator, that entire $5 
million would go to the individual claimants. The corporate claimants 
would receive nothing. The individual claimants would receive the 
entire $5 million on a proportionate basis. 

Senator Fong. If we had only $5 million and if the amendments 
were passed, you as a corporation would lose $24,000 ? 

Mr. Clute. That is correct. 

Senator Fong. That is what w t c are talking about ? 

Mr. Clute. That is correct. 

Senator Fong. If we do not change this, then you will get $24,000 ? 

Mr. Clute. That is correct. 

Senator Fong. Minus pro rata deduction of whatever it is? 

Mr. Clute. That is correct. But the important thing, Senator, is 
the fact that of the 187 individual claimants under the existing law, 
if they were each to receive the payment of $24,000 or their claim, 
whichever is less, then 144 of those claimants will be paid in their 
entirety. So this amendment is defined solely to insure that the 43 
more substantial individual claimants receive the bulk of the $5 
million. 

As a matter of fact, 13 of those individual claimants of that 43 
group will receive 80 percent of that additional money. 

Senator Fong. So what you are saying is this; namely, that if we 
let the matter alone, only 43 more persons will not receive as much as 
the others? 

Mr. Clute. Only 43 individual claimants will have balances re- 
maining, yes. 

Mr. Chairman, I would like to submit at this time for the record a 
tabulation of the 43 claimants who would have a balance remaining 
after the payment of $24,000 under the existing law, and then I would 
like to direct some comments to those 43. 

Senator Burdick. Do you have a copy of that? Without objection, 
it will bo received. 

[The document referred to follows:] 
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S 1728, 93d: Beneficiaries 
of House §2 (a) Amendment 


INDIVIDUALS' FOREIGN CORPORATION, PARTNERSHIP, OTHER PROPERTY 
AWARDS REMAINING AFTER $24,000 PAYMENT DUE UNDER EXISTING LAW 


Cl AIM 

AWARD 

PAID 

No. 

Name 

Type 1/ 

Total 

Unpaid 2 / 

Amount 

% 

6239 

LANDAU 

I 

$ 87,512 

$ 2,120 

$ 85,392 

97.6 

13660 

UNGER 

C-P 

101,746 

506 

101, 240 

99.5 

11418 

PALM, Carla 

I 

100,867 

165 

100,701 

99.8 

12987 

" Hi.ldegard 

I 

103,920 

1,347 

102,573 

98.7 

10206 

STECKLEF. 

I 

104,748 

1,667 

103,081 

98.4 

10698 

STANTON 

C-P 

110,565 

3,919 

106,646 

96.4 

16779 

PARKER 

C-P-I 

114,419 

5, 4l0 

109,009 

95.3 

4453 

HARDY 

I 

129,891 

11, 398 

118,493 

91.2 

6234 

BACH 

C-P 

132,623 

17,863 

114,761 

86.5 

3394 

TROKENHBIM 

I 

150,000 

19, 180 

130,820 

87.2 

14160 

VON GONTARD 

I 

155,544 

21, 326 

134, 219 

86.3 

22752 

STRAUSS 2/ 

C-P 

156,881 

36,713 

120,168 

76.6 

17051 

STEIN 

I 

121,851 

8, 286 

113, 565 

93.0 

11293 

DICKEY 

I 

163,661 

24,467 

139,194 

85.0 

8734 

COLEMAN 

I 

174,222 

28,544 

145,668 

83.6 

12725 

CHRONOWSKC 

I 

182,000 

31,564 

150,436 

82.7 

8615 

BUDD 

C-P 

182,899 

31,912 

150, 987 

82.6 

9207 

WOLFF 

I 

188,667 

34, 144 

154,523 

81.9 

15519 

VON SCHUCHING 

I 

194,650 

36,460 

158, 190 

81.3 

7695 

MESICK 

I 

206,915 

41,206 

165,709 

80.1 

493 

DEVENIS 

I 

220, 370 

46,413 

173,957 

78.9 

7460 

KAUFMAN 

C-P-I 

230,253 

50, 238 

180,015 

78.2 

7630 

ROEVER, Luis 

C-P 

254,619 

59,668 

194,541 

76.6 

" 

" Rudolph 

C-P 

254,619 

59,668 

194,541 

76.6 

8390 

KOC 

C-P 

261,659 

62,393 

199,267 

76.2 


1/ I » property owned Individually, C-P == property owned by Foreign Corp- 
oration or Partnership. 

2/ To share prorata (with US Corporations) in remaining War Claims Fund,' 
?/ Same claimant at No.. 12067. 
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CLAIM 


AWARD 


PAID 

No. 

Name 

Type -l/ 


Total 

Unpaid 2J 


Amount 

% 

9923 

SIGMAN, Hannah 

C-P 


$ 293,965 

$ 74,894 


$219,070 

74.5 

" 

" Stanley 

C-P 


119,433 

7,350 


112,082 

93.0 

11175 

PAPANEK 

i 


339,949 

92,690 


247,259 

72.7 

7173 

RIESS 

C-P 


374,799 

106, 177 


268,622 

71.7 

4214 

NEBENZAL 

C-P 


412,000 

120,574 


291,426 

70.7 

1876 

SPENNER 

C-P-I 


472,319 

143, 917 


328,401 

69.5 

10671 

MARON 

C-P-I 


481,140 

147,331 


333,809 

69.4 

10120 

SCHWERIN 

C-P-I 


631,752 

205,618 


426, 134 

67.4 

12067 

STRAUSS 1/ 

C-P-I 


637,131 

207,700 


429,431 

67.4 

9333 

GARBATY, Maurice 

I 


570,462 

181,899 


388,564 

68.1 

" ■ 

" Marie 

I 


757,543 

254,899 


502,644 

66.4 

4502 

BERNSTEIN 

C-P 


1,.054„ 385- 

369, 177 


685, 208 

65.0 

8825 

SCHULTZ 

C-P 


1, 202,183 

426, 375 


775,808 

64.5 

9528 

HERMAN, Ernest 

C-P-I 


1, 257, 990 

447,972 


810,018 

63.4 

" 

11 Gunter 

C-P-I 


1, 257, 990 

447,972 


810,018 

63.4 

6840 

TIETZ, Edith 

C-P-I 


1, 278, 995 

459,819 


819,177 

64.0 

11 

" Rosli 

C-P-I 


213, 166 

56,636 


156, 529 

73 1 . 0 


" Herman 

C-P-I 


213,165 

56,636 


156, 529 

73.0 


TOTAL (43) 



$4,443,258 




1 / On preceding page. 


Source: House Hearings on War Claims Act Amendments, 

34-37 , including $24,000 payment due each 
under existing law (Nov. 1.973). 
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Senator Fong. You are at the same time addressing yourself to only 
$5 million? 

Mr. Clttte. That is correct. Now of these 43 individuals — and again 
I wish to emphasize they are the only ones who will be benefited by 
this amount- — only 18 of those 43 are based on property directly owned 
by individuals, that is, property loss which was directly owned by the 
individuals. Seven of these 18 awards have but small balances, that is, 
after the $24, COO is paid they have but small balances, and these 
balances will be between $165, which is the smallest, up to $5,400 for 
the largest. So, of these 18 then, 7 of those fit in that category. 

We have also surveyed the records of the War Claims Commission 
to find out some information about these individuals as to whether 
they were impoverished as a lot of the advocates have contended. We 
found one estate tax filed in 1966 by one of these claimants in this 18 
group category. His est ate was valued at $2 million. There was another 
filed in 1969 indicating an estate of $2 million. Others within this 
category of 18 have received awards under the International Claims 
Settlement Act for $41) million and also awards under the Polish War 
Claims Act. 

As to the remaining 25 individuals and this is the 25 other than the 
first 18 which I just, mentioned, these involve foreign business losses, 
and they are not based on total loss to the family business as I think 
has been contended. For example, one claim involves loss of a ship 
that was one ship of a fleet owned by the claimant’s father, nor were 
all of these businesses totally owned by these 25 individuals. For 
example, one claim involves loss of a 27 percent interest by the claim- 
ant’s father in a foreign business. 

Now these 25 claimants’ recoveries under existing law for these 
foreign business losses will total $8.1 million of the $11.7 million in 
awards. I think this is an indication that they have been treated 
favorably or equitably under the existing law. 

My purpose in presenting these facts as regards individual claimants 
is in no sense to disparage the merits of their claims as adjudicated by 
the Foreign Claims Settlement Commission or the unfortunate circum- 
stances leading- to the losses. It is rather to point out that hardship 
cases have already been taken care-, of by payments under present law, 
and that all individual claimants both small and large have been 
treated at least as favorably as the corporate claimants to the extent 
available funds permit. 

I would like now to address some of the specific arguments that have 
been directed 

Senator Fong. Just one point. On this sheet here you said individual 
foreign corporations, partnerships, or other and so you are taking into 
consideration also here that the corporations have been paid the 
$24,000? 

Mr. Clttte. Yes; this would be the remaining balances of these 43 
individual claimants after the $24,000 payment to all claimants, both 
corporate and individual, under existing law is made. 

Senator Fong. I see. So under the amendment passed by the House 
say there was $4 million or $5 million, then all these individuals would 
be paid ? 

Mr. Cltjte. On a pro rata basis, yes, under existing law. 
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Senator Fong. No; but what I mean is this. Under the amendment 
passed by the House, if we had another $5 million over the $5 million 
that is now presently in the bank, then the individuals would be 
fully paid? 

Mr. Clute. That is correct. 

Senator Fong. And the corporations then would not have anything 
from that $5 million ? 

Mr. Clute. From the $5 million that is available for paying out 
now, yes. And if you added more 

Senator Fong. That is what I wondered. Suppose you had another 
$5 million and that other $5 million would go to pay all of these in- 
dividuals; correct? Here on page 2 you have an unpaid amount of 
$4,443,000 and that represents individual claims and corporate claims 
also? 

Mr. Clute. That is right. Oh, no, these are individual claims so dis- 
cussed here today. 

Senator Fong. You say individual claims? 

Mr. Clute. If you had another $5 million in addition to the existing 
$5 million that we understand is to be available, then under the amend- 
ment passed by the House it is my understanding that the bulk of that 
additional $5 million would go to pay these individual claims. Now 
there is a $500,000 limit in the House amendment, so that would cut 
off some of them, but 

Senator Fong. Yes. In other words, the $5 million would go to 
these people but none to the corporations? 

Mr. Clute. The bulk of the $5 million would go to these individuals. 

Senator Burdick. Up to $500,000 a piece. 

Mr. Clute. Yes, that is correct. 

Now one point was made this morning by I believe two of the 
witnesses that the losses represented family business and in effect the 
livelihood of the family. I might mention at this time the Shanghai 
Power Co., which is a subsidiary of Boise Cascade Corp. is only 80- 
percent owned by Boise Cascade. The other 20 percent is owned by 
individual and other corporate shareholders. Under the law, under the 
War Claims Act a shareholder in a U.S. corporation could not file 
claims on their own behalf if the corporation was more than 50- 
percent owned by U.S. nationals. 

The corporation itself had to file that claim and the individual 
shareholders were precluded. The individual shareholders must look 
to that corporation and the liquidation of that corporation to par- 
ticipate in the proceeds received in payment in any claim. So that 
truly what we have here under the amendment is a preference to 
shareholders of foreign corporations, because if it were a foreign cor- 
poration which was more than 50 percent owned by a foreign na- 
tional, then the shareholders had to file on an individual basis be- 
cause the corporation itself was precluded from filing. 

Senator Fong. Now if shareholder A of Shanghai Power Co. had 
sold his stocks to shareholder B and you recovered for the power 
company, then how would the money be distributed? 

Mr. Clute. When the corporation is liquidated, it will be distrib- 
uted in accordance with the laws of the State of Delaware because 
Shanghai Power is a Delaware corporation. It would be distributed 
proportionately to the shareholders. 
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Senator Fong No. I am asking you about shareholder A, who 
originally haoi the shares and he lost the money when you lost the 

had sold°?n Pi T? y a i n 1, hlS ri ia i' < ‘' ha / 1 diminished in value, and then if he 

at l™? rrpt il rel In d w B Vo heri ’?r would y° u distribute that money 
lliat you get from the War Claims Commission * 

]n^n CLU ^’ T Vr idd g ° to shareholder B if shareholder A has 
"Sfc? Tr hc l ,y , tra n n ? ferred his interests to shareholder B just 
‘ 7, th ,® redividual claimants in many cases it was the ancestors 
"T” present claimants are heirs of the people who actually 

trn^Tf d h f f r fr S \ U • ROme oases - So i 1]St as the ir interest had been 
transfer! ed to their heirs, so too a shareholder of Shanghai Power who 

transmitted or transferred his interests, assuming lie did it in a lawful 

manner, to another shareholder,” then that other shareholder 

afWh?T F °w" ( ? P 1 Sfie ; w t. as that on the theory that shareholder B, 
on repayment A ’ ^ WaS a S0 buying a contin g en t interest 

a i a mat ter of fact many of the companies that 
have suffered foreign losses of this nature, well, there is active trading 
m the shares. 0 

Advocates of the absolute preference have stated that the preference 
is justified because corporate claimant received tax benefits from 
the war losses they suffered. The facts in the files of the Foreign Claims 
Settlement Commission flatly contradict this assumption. They show 
K.t corporate claimants with unpaid balances and 77 of them', or al- 
inosb Jiadf, received no tax benefit whatsoever from their war losses, 
and further that the total tax benefits received for war losses was only 
14 percent and not 50 percent or more that has been stated by some of 
the proponents of the preferential amendment. 

Senator Fomo. Right at this point may I ask you this. At the point 
h mg of the claim you stated that you had recovered so much money 
from tax losses. Is that correct ? J 

, Mt > fd,T:TF " N ,°; T have stated that of the 161, Senator, there are 77 
who had no tax lienefits. 

Senator 'Fong. Yes, I understand that, but for those that filed a 
claim say tor $1 million and there was a tax advantage of say $100,000, 

he would file a claim for $900,000, is that not correct? 

Mr. CtjXjte. That is correct. 

Senator Fong. On the $100,000 tax advantage, did that- include 
State and local taxes? 

Mr. Chute. I believe it did, but I am not certain on that. 

Senator Fong. Y on are not certain ? 

Mr. Ci.titf,. No; I believe it did but I am not certain. 

Section 206(b) of the War Claims Act requires corporations to dis- 
close under oath any tax benefits received from losses claimed. 

Senator Fong. Therefore, you must have? 

Mr. Chute. Pardon me ? 

Senator Fong. You must have if it is under the law. 

Mr. Westphah. It is only Federal tax benefits which is specified in 
the statute. 

Mr. ( Ante. Then T stand corrected. 

These benefits apparently from Federal tax benefits are then de- 
ducted from their awards. The act, however, makes no such require- 
ments of individual claimants. They are. not required to disclose tax 
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benefits received and such tax benefits, if received, are not, therefore, 
deducted from their awards. The tax benefits received by individual 
claimants are, therefore, not a matter of record with the Commission. 
There has to date been no independent survey of tax benefits received 
by the individual claimants, which we know of other than the survey 
apparently mentioned this morning by one of the witnesses. There are 
only self-serving statements in the record that individuals were not in 
a position to take deductions for their losses. No one knows whether 
this is so or at least we certainly do not know whether this is so or not. 

But even if it is so, the fact remains that it is also so regarding 77 
corporate claimants that received no tax benefits from the war losses. 
That fact is a matter of record with the Foreign Claims Settlement 
Commission, and Shanghai Power Co., is one of those 77 claimants. 
Shanghai Power Co. received no tax benefits from the war losses. 

Senator Fong. Out of 184 you say that 77 

Mr. Ci/cte. No; 161, which was total corporate claimants, and 77 of 
those received no tax benefits at all in accordance with the records of 
the Commission. 

It has been asserted that the recovery for the loss of Shanghai 
Power Co., by Boise Cascade is unjustified for the reason that the 
losses underwriting the war claim have been written off. Congressman 
Eckhardt referred to this this morning when he quoted or when he 
referred to an article in our quarterly financial report called the Boise 
Cascade Quarterly. With great respect for 'Congressman Eckhardt, I 
believe the quote was inaccurate and the impression created by taking 
that article out of context is very misleading. 

The writeoff and the property of Shanghai Power Co., was written 
off in 1941 when it was seized by the Japanese which was occasioned 
by the Japanese’s occupation of the property and it was a bookkeeping 
transaction necessitated by accounting convention. It did not in any 
way relate to the company’s award certified by the Foreign Claims 
Settlement Commission, and this claim is the only recourse available 
for the realization of any compensation for war damage to this 
property. 

Mr. Chairman, I would be surprised indeed if the individual claim- 
ants, who are advocating preferential treatment for the foreign cor- 
porations in which they were shareholders, carry these claims or their 
claims on either their personal or corporate financial statement as 
assets. I would think that any financial institution or any organization 
to which they delivered such statements, if they had it down as an asset, 
would be surprised and it would be very conditional and contingent 
indeed. 

Congressman Eckhardt indicated that the article to which he re- 
ferred stated that Boise Cascade had written the Shanghai Power off 
as worthless. That is not the case. The article clearly states — and it has 
been entered into the record — that it is not carried as an asset or 
liability and says that the predecessors had written the property off 
many years ago and it says nothing about it being written off as 
worthless. 

For those who are familiar with accounting practices, that is a 
standard and routine action to take when property is seized or when it 
is not otherwise realizable at the time. 
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Advocates of the. preferential treatment have characterized recovery 
by Shanghai Power under its claim as a windfall to its parent company 
who acquired it by merger with Ebasco Industries, Inc., in 1969. Again 
this is simply not true. Mr. Chairman, I participated in those negotia- 
tions and they extended over several months. The first offer made to 
Ebasco management was about half of what the final offer was. It was 
based upon the. fact that we did not wish to take title to or take assets 
representing these foreign claims and other foreign assets the Ebasco 
Industries had. We w T ere not interested in those assets. That offer was 
rejected. We were forced to go into a deeper analysis of these assets, 
and we included them all ; these plus many others Ebasco had. We came 
back a second time and made an offer which included these assets, which 
included all of these assets, and that offer in turn was rejected as ‘being 
too low. 

We, for the third time, did another analysis and came in with a 
final offer, which was accepted. That final offer was in excess of $500 
million and almost half of it was for assets which will include the 
Shanghai Power Claim. % 

Senator Fong. What you are saying is this, namely that Boise Cas- 
cade paid for a possibility in this? 

Mr. Clute. Yes, and we paid significantly for it. 

Senator Fong. And originally you didn’t take that into consider- 
ation in your first offer ? 

Mr. Clute. The first time we did not wish it. We did not wish to 
have these assets or some of the others because they were risky and 
they were contingent, but the shareholders of Ebasco Industries and 
the management of Ebasco Indust ries wanted to sell the package. 

And they said them was value to these and so it resulted in two 
additional 

Senator Burdick. It was just as a country bookkeeper; you bought 
it as accounts receivable? 

Mr. Clute. Yes, it was very contingent. 

Also, it has been mentioned that, this is a windfall to Boise Cascade 
or that Boise, Cascade received a windf all in the previous payments 
made under the auspices of the Foreign Claims Settlement Commis- 
sion. The fact is that the assets go into Shanghai Power Co. That 
company possesses assets, all that company’s assets are frozen under 
the terms of the China Claims Act and can only be paid out for 
certain expenses under licenses issued by the Treasury Department. 

They have not l>een distributed to Boise Corp. They are being held 
in Shanghai Power Corp. for the benefit of its shareholders. * 

So as I say, Boise Cascade owns 85 percent of it, but there are other 
individuals; there are other corporations and there are other preferred 
shareholders in addition. And the proxy statement, which was issued in 
connection with the merger of Ebasco industries in 1969, clearly refer- < 

enced the $4 million approximate award, or payment rather, which 
had been received by Shanghai I'ower, and that was displayed in a 
prominent place and was certainly part of the total picture which 
the shareholders of Boise Cascade Corp. had before them when 
they voted for the merger. 

So to say this is a windfall or that it is going into the coffers of 
Boise Cascade is not correct. 
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The advocates of the preferential treatment have also quoted and 
supported their position statements contained in this article referred 
and introduced into the record this morning, which indicated that 
Boise Cascade really had not counted on recovering on Shanghai 
Power’s claim. Again that is a misreading of the article. The history 
of that article is this. It appeared in the first quarter of 1974’s Finan- 
cial Report that Boise Cascade puts out to its shareholders. As you may 
recall, there was a lot of interest at that time because of the renewed 
relations with Communist China and the article speaks in terms of 
the claim against the People’s Republic of China and only indirectly 
and as a matter of historical interest the war claims. It is directed 
toward the People’s Republic of China for compensation. It was mo- 
tivated in great part by the interest sparked because of the relations 
with Communist China, which resulted in many security analysts and 
shareholders and other investors calling the company and asking what 
is the situation of Shanghai Power and are you going to receive the 
money and when arc you going to receive it. So we put out a report 
written in article form in the F inancial Quarterly. 

It is interesting to note, since Congressman Eekhardt and others 
have used this article quite liberally and I believe again with all due 
respect misconstrued it, that there is one section or one statement in 
there which in fact they have studiously avoided quoting. I would like 
to read that, I is a very short statement made by Reginald Edwards, 
who is a former Shanghai Power executive and who was the source of 
much of the information in the article, and it reads 

Mr. Westpiial. What page of the article ? 

Mr. Cr.uTK. Page 17, or actually the second or third page of the arti- 
cle but page 17 out of the original Quarterly. It is the third column 
toward tho bottom. It says : 

Reginald Edwards, the former Shanghai Power executive writes about his 
experience from his retirement home in England : “Looking -back on the 20 odd 
years period the company existed under American management from a detached 
point of view as I can see now, it was quite magniflcantly run under fantastic 
conditions. Throughout there was virtually no return to shareholders.” 

Skipping down, it says : “The company had nothing to show for 20 
years of endeavor except total loss.” 

Lastly, Mr. Chairman, we have been shown copies of the memoran- 
dum prepared by proponents of the preference and circulated to com- 
mittee members we understand. This memorandum reports to respond 
to 10 of tho reasons which have been given why the preferences pro- 
posed are unjustified and inequitable. I would like to submit for the 
record a memorandum and a supporting schedule, which we had 
drafted, clearly pointing out the innaccuracies in the responses of the 
proponents of this preference amendment. 

In my opinion, Mr. Chairman, the so-called refutations of the pro- 
ponents set out in their memorandum to the committee members are 
inaccurate and characterized by so many misstatements and -mislead- 
ing statements, that an objective observer could question the good faith 
of those who prepared the memorandum. In any event, we have set 
out the facts in the submission we are making now. I believe those facts 
wil I speak for themselves. 

Senator Burdick. It will be received along with the memorandum 
in support of the amendments. 

[The documents referred to follow :] 

44-526- -75 5 
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Memorandum : Reasons Wh y S. 1728 Shoots Be Enacted 

Purpose of id. 1728. — S. 1728 would amend the War Claims Act of 1948 (1) to 
provide additional benefits for U.S. civilians held as prisoners of war during 
the Vietnam War; (2) to permit individual U.S. citizens to recover the unpaid 
portions of awards received in compensation for property losses suffered in 
World War II before further payments are made to U.S. corporations bavin# war 
claims awards; and (it) to provide for payment thereafter of corporate awards 
under the Act. up to $50,000 before pro rata payments are made. 

Nummary of Eads Uni/ Lane . — In 1918 I he Congress enacted the War Claims 
Act to permit 0 8. citizens and corporations incorporated in the U.S. to receive 
awards to compensate them for losses suffered as a result of World War II. Till: 

Act created the Foreign Claims Settlement. Commission to ad judicate each •lain, 
and determine the amount of each award. Payments were to iie made not ou:. 
of general revenues hut out of a War Claims Fund consisting of the assets' oi 
enemy nationals in the U.S. seized by the U.S. government during the war. I’ur: 
suant to the Act. the Commission granted 7039 awards, totaling over $350,000,000 
(Over 15,000 claims were rejected by the Commission.) To date, 0,092 awards f 

totaling about $250,000,000 have been fully paid. Of all previous payments, ap- 
proximately 75% has been paid to corporations and 25% to individuals. 

There remain unpaid portions of 180 awards to individuals ( totaling $6,525,000 
and portions of Mil awards to corporations (totaling $94,700,000). It now appears 
certain that assets in the War Claims Fund will not be sufficient to pay all of * 

the awards in full. 

Awards in certain categories, which received priority status under previous 
legislation enacted by Congress, have already been paid in full. These priority 
categories are awards bused on death or personal injury ; awards to small busi- 
ness concerns certified by the Small Business Administration; awards under 
$10,000; and awards to charitable and religious organizations. 

in 1909 the House passed a bill similar to S. 1728 that would have created an 
additional priority for awards to individual U.S. citizens. This provision, was 
dropped in conference und instead a provision was inserted giving priorty to all 
claims (corporate as well as individual) up to $35,000. Under tiiis priority, $11,- 
000 has been paid to each awardholder. 

Under existing law, individual and corporate awardliolders would share equal- 
ly in future pay-outs up to $24,000 per award, but beyond that point, awards 
would lie paid or a pro rata basis. 

Legislative History of 8. 1 728. — S. 1728 unanimously passed the Senate on 
< k-tober 8. 1973. The Senate-passed bill amends the War Claims Act of 1943 
to allow civilian U.S. citizens who were held as prisoners of war during till 
\ ietuam war to receive the same level of benefits as military prisoners of 
war. Most of these civilians were employees of the U.S. government, such 
as Foreign Service Officers, or of U.S. government contractors. On November 7. 

1.973, the Subcommittee on Commerce and Finance of the House Committee on 
Interstate and Foreign Commerce held simultaneous hearings on S. 1728 and 
two House bills, H.R. 4870, introduced by Rep, Henry Smith (R-N.Y.) and 
ILK. 1729. introduced by Rep. Glenn Davis (R-Wis.). These two identical bills 
amended the War Claims Act to permit individual TJ.S, citizens to recover 
the unpaid portions of awards received in compensation for property losses 
suffered in World War II before further payments are made to corporations 
having war claims awards. The Subcommittee unanimously approved both 8. 

1728 and the two House bills and incorporated the language of the House bills -* 

into S. 1728. S. 1728, as amended, was reported unanimously by the Subcom- 
mittee on January 31, 1974. 

H. 1728 was considered in mark-up sessions by the full Committee on Inter- 
state and Foreign Commerce on .Tune 7 and 18, 1974 and was ordered reported 
by voice vote on June 18. One amendment was added by the full Committee. 

This amendment, introduced by Rep. John McCollister (R-Xeb.), provides that 
after full payment of war claims awards to Individuals, corporate awardhold- 
ers will be Paid equally up to $50,000 per award, and, after that, on a pro rata 
basis. 

The bill received an open rule from the Rules Committee on August 8, 197-7. 

On August 12, 1974 the House passed S. 1728, as amended, by a vote of 368-17. 

HI' A SONS FOR ENACTMENT OF S. 1728 

There are several reasons why S. 1728 should be encated : 

(1) Losses suffered by individuals involved the loss of homes, personal be- 
longings and family businesses. By contrast, corporate losses principally in- 
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volved damage to or loss of certain assets held as investments abroad by 
U.S. corporations. The kinds of assets lost by individuals were of far greater 
economic (and personal) significance to them than were the corporate losses 
to the corporate awardholders. 

Many of the individual awardholders are elderly persons beyond tlieir produc- 
tive years who live on small fixed incomes. Most of them receive relatively small 
Social Security benefits since many of their working years were spent abroad. 
They are relying on the War Claims awards to provide a final financial stake to 
support them in their declining years. 

(2) The losses suffered by individuals in most cases Involved the total loss 
of all that an individual owned. Corporate losses, on the other hand, In virtually 
all cases involved only a small fraction of the corporation’s net worth. 1 

(3) Corporations suffering losses could take advantage of very substantial U.S. 
tax benefits resulting from their losses. The corporate claimants with awards 
over $300,000, for example, in the aggregate took more than $35,000,000 in 
deductions from U.S. income tax. Such tax benefits, coupled with subsequent; 
payments under the War Claims Act, have allowed many corporations to recover 
almost the entire amount of their loss. These tax deductions were not of benefit 
to individuals, even though all of the individuals were U.S. citizens at the 
time they suffered their losses. Ironically, while the individuals were all U.S. 
citizens at. the time of their loss under the terms of the War Claims Act, judicial 
interpretation of the deduction provisions of the Internal Revenue Code pre- 
vented many such individuals from taking a deduction. U.S. corporations were 
unaffected by this interpretation and remained free to deduct their losses. 

Furthermore, corporate claimants may also have taken substantial deductions 
from state and local taxes as result of their war losses. These tax benefits were 
not taken into account at all in the granting of war claims awards. A memoran- 
dum analyzing the U.S. income tax aspects in detail is attached at. Tab D. 

(4) Many corporate awardholders may also have received substantial tax 
and other benefits after the war from foreign governments because of their war 
losses. These benefits were unavailable to individuals. Foreign tax benefits were 
not taken into account in tile granting of war claims awards. 

(5) Many of the corporate claimants are insurance companies which insured 
risks at high rates during the war years and paid out proceeds on the policies 
they had written. These insurance companies, which have been subrogated to 
the rights of the insured corporations, have already received significant compen- 
sation for their losses through their premiums. 

(6) Under existing law, given the amounts likely to become available for 
distribution from the War Claims Fund, it is unlikely that the corporate claim- 
ants would receive more than 10 to 15 cents on the dollar for the remaining 
amounts of their awards. Enactment of S. 1728, which would allow priority to 
individual claims, would reduce this amount by only a few cents on the dollar 
since the total unpaid amount of individual awards is only about $0.5 million. 

Iu relation to the total amount of unpaid corporate awards — $94.7 million — ■ 
this is a small amount. By contrast, however, the failure to enact S. 1728 would 
severely reduce the amounts available for distribution to individuals in relation 
to the size of their awards. 

(7) In order to receive an award, claimants had to provide documentary proof 
of their ownership of the property that had been lost. Many individuals lost their 
documents in the war. U.S. corporations, whicli maintained extensive records 
in this country, were able to document a much greater percentage of their losses 
and hence received awards to cover a larger portion of their losses. 

RESPONSES TO ARGUMENTS AGAINST S. 1728 

Several arguments have been made against giving preference to individual 
awardholders : 

(1) It lias been argued that no distinction should be made between corporate 
awards and individual awards since several of the individual awards are based 
on losses sustained by individuals owning stock in business corporations. It is 
argued that these individual losses are indistinguishable from the losses suffered 
by corporations. 

Response . — The majority of the individual awards are not based on business 
losses at all, but involve the loss of residences and personal property. With 

1 For example, two of the largest corporate awardholders, Exxon and IT&T, have unpaid 
award balances of about $15, 000,000 and $11,000,000 respectively ; In both cases a smalt 
fraction of the corporate net worth. 


Approved For Release 2001/08/29 : CIA-RDP75B00380R000500380003-7 



Approved For Release 2001/08/2*$: CIA-RDP75B00380R000500380003-7 

respect to those individual awards based on business losses, every one is based 
on the total loss of a family business, not on a diminution in corporate net worth 
resulting from the loss of a tiny fraction of a corporation’s worldwide holdings. 

(2) it has been argued that individual claimants who were stockholders in 
“foreign” corporations should not receive preference over “I'.S.” corporations. 

Response . — This argument ignores the fact that in order to receive an award 
based on a loss to a “foreign” corporation, an individual had to be himself a 
F.S. citizen at tie time of the loss. By contrast, a corporation need only have 
been incorporated in the U.S. and 50%. of its stock owned by TT.S. nationals in 
order to receive an award, regardless of the citizenship of its stockholders. 
Furthermore, with respect to the corporate awards, the stockholders who suf- 
fered the loss were the stockholders of 30 to 35 years ago, not the subsequent and 
present stockholders who invested on the basis of the corporation’s net worth 
after adjustment for the loss. By contrast, the individual awardholders are the 
very persons or, in some cases, the heirs of the very persons, who suffered the 
loss. 

(3) It lias been argued that the Congress should not set a “precedent” by 
creation of further priorities in payment. 

Response . — Creation of this priority would not constitute a precedent since 
the Congress has previously created numerous priorities for payment under the 
War Claims Act. Creation of priorities in this legislation has no bearing on 
claims made for priorities under other 1 statutes; Congress will deal with each 
such claim on its own merits. 

(4t It has been argued that individual awardholders have already received a 
greater percentage of their awards than corporate awardholders and, therefore, 
that no priority should be granted to individual awardholders. 

Response . — This argument is irrelevant, if not misleading. Individual award- 
holders have so far received a greater percentage of their awards than corporate 
awardholders because total dollar awards to individuals are tar smaller than 
total dollar awards to corporations. Since $21,000 has already been paid to each 
awardholder, regardless of the size of his or its total award, tlxe $21,000 payment 
represents a greater percentage of the individuals’ total awards, it is more 
relevant to note that approximately 75 percent of all funds paid out under the 
War Claims Act has been paid to corporate awardholders and only about 25 
percent, to individual awardholders. The essential fact, in any event, is that by 
virtue of tax deductions taken by corporations (but not by individuals) the 
corporate awardholders have, in fact, recovered a greater percentage of their 
war losses than have individual awardholders. 

(5) It lias been argued that enactment, of S. 1728 would benefit relatively 
few individual awardholders since under present law all individual and corpo- 
rate awardholders would share equally, up to $24,000 per award, and pro rata 
payments would begin only after this amount had been paid. 

Response . — Arguments directed against the relative sizes of awards among 
individual claimants are an unworthy attempt, to stigmatize certain individual 
claims as "excessive” in comparison to other individual claims. The charge badly 
misconceives the statutory purpose of 8. 1728, which is to treat all individual 
claims as a. class and all corporate claims as a class, without making subjective 
judgments as to how much is “enough” within each class. S. 1728 is predicated on 
the facts cited previously in this memorandum; that the losses suffered by indi- 
viduals deprived them of homes, personal belongings, and family businesses ; I hat 
1 lie losses to individuals in most cases involved the loss of ail that an individual 
had : that individuals were unable to take advantage of substantial tax benefits 
available to corporations ; that individuals did not benefit from tax and other 
benefits extended to corporations by foreign governments after the war ; that 
individuals, unlike the many insurance companies that comprise a substantial 
percentage of corporate claimants, received no insurance premiums to compen- 
sate them for Ihe risk of loss ; and that enactment of 8. 1728 would not substan- 
tially diminish tire amount available to large corporate awardholders in relation 
to the size of their awards. All of these facts show that individual awards con- 
stitute a separate and distinct category — a. category that deserves priority in the 
payment of war claims awards. The dollar value of an individual's loss in relation 
to that of other individuals is wholly irrelevant to the reasons for enactment 
of S. 1728. 

In addition, the bill would benefit all 180 indi vidual awardholders. T. nder exist- 
ing law, all shareholders, corporate and individual, would receive equal amounts, 
up to $24,000 per award and thereafter payment would toe made on a pro rata 
basis. With respect to individual awardholders with awards of $24,000 or less, 
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this means that, since the 161 corporate awardholders would participate in the 
$24,000-per award distribution, there would have to be well over $5,000,000 avail- 
able for distribution for the War Claims Fund in order to pay their $24,000 and 
less ill full. Corporate awardholders witli multiple claims, such at IT&T, would do 
extremely well under this system since they would receive $24,000 on each award. 
Thus, IT&T would receive a total of $216,000 even before pro rata distributions 
began, while no individual would receive more than $24,000. If S. 1728 were en- 
acted and the 161 corporate awardholders did not share in this distribution, there 
would have to he only about $2 million available in the War Claims Fund in order 
to pay all awards up to $24,000 in full. Since the amount available from the War 
Claims Fund is not known, it may -well be that enactment of S. 1728 would be of 
substantial benefit to many individual awardholders with unpaid balances under 
$24,000. 

Individual awardholders with unpaid balances over $24,000 would obviously 
benefit from the enactment of S. 1728 since, under existing law, corporate award- 
holders would receive about 03 percent of all distributions in excess of $24,000 
and the vast majority of individual awards would go uncompensated in full. 
There are 43 individual awardholders with unpaid awards of more than $24,000. 

(6) Opponents of the bill argue that, if S. 1728 is passed, after distribution of 
$24,000 to each awardholder, 13 individuals would receive 79 percent of the 
amounts distributed. 

Response . — -This argument is both misleading and irrelevant. As has been 
shown above, enactment of S. 1728 would help ensure that individual award- 
holders with unpaid balances under $24,000 are paid in full. It is misleading to 
quote a figure that ignores this fact.. Second, under existing law, payments would 
lie made on an even more disproportionate basis, because the 13 largest corpo- 
rate awardholders would receive over 83 percent of all awards paid on a pro 
rata basis. Third, arguments of this nature are entirely irrelevant, since the 
size of an awardholder’s loss is an improper measure of his right to recovery. 
More relevant in this respect are the nature of the property lost, the personal 
and economic significance of the loss to the awardholder, and the percentage 
recovery of the total loss the awardholder lias had through tax benefits and pre- 
vious payments under the War Claims Act. 

(7) Opponents of S. 1728 have argued that the individual awardholders are 
“rich" and therefore undeserving of a priority. 

I7espon.se. — The vast majority of the individual awardholders are persons in 
middle and lower income brackets. They represent a diversity of ethnic and 
religious backgrounds. A large number of them are quite elderly and beyond their 
productive years. Some are in nursing homes. Several individual awardholders. 
were interned in concentration camps by enemy governments during World War 
II. There are some individual awardholders who, having lost all they had in 
their country of origin, came to the United States and have since achieved fi- 
nancial security and, in a few cases, substantial wealth. The fact that a minority 
of the individual awardholders are wealthy, however, is entirely irrelevant to 
the reasons for enactment of S. 1728. The pertinent arguments are those that 
concern the extent and nature of the individuals’ lasses and the tax benefits 
enjoyed only by the corporate awardholders. It is these arguments that pro- 
vide a valid basis for the creation of a priority for the entire class of individual 
a ward holders. 

(8) Opponents of S. 1728 have argued that no distinction should he made be- 
tween individual and corporate awardholders, since corporations are in fact 
owned by individuals who suffered an indirect loss through the diminution of 
corporate assets. 

Response . — This argument is based on the erroneous assumption that the stock- 
holders of the corporate awardholders are the same stockholders who suffered 
the loss. At least 96 percent of all unpaid general corporate awards are held by 
corporations whose stock, or the stock of whose parent corporation, is publicly 
traded on either the New York or American Stock Exchange. The stockholders 
of 1974 are a far different group than the stockholders of 30 years ago who 
suffered the loss. By contrast, most of the individuals are the very persons who 
suffered the loss. Many of these persons are now very old and beyond their 
productive years. In some cases, individual awards are held by children or grand- 
children of the individuals who suffered the loss, hut In all cases, the Individual 
awardholders are members of the family that suffered the loss. 

Many of the present corporate awardholders are large conglomerates that 
acquired the corporations that suffered losses many years after the loss had been. 
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incurred. In some csises (he acquiring company paid little or nothing for the 
stock of these companies since their assets had been substantially reduced by the 
loss they had suffered. 

One outstanding instance of such an acquisition involves Boise Cascade, one 
of the most vocal opponents of S. 1728. Boise’s loss is based on a loss suffered by 
the Shanghai l'ower Company in 11)41. At the time of the loss. Shanghai Power 
was a subsidiary of American and Foreign Power. Many years ago, A&FI’ 
wrote ihe assets of Shanghai Power down to zero.'A&FP merged with Kbusco 
in 1.5)67 and Ebasco was acquired by lioise Cascade in 11)0$). Both Boise and 
1C banco have always carried the Shanghai Power stock on their books at zero. 
Boise now seeks to recover $3 million in compensation for the losses suffered by 
Blningltal Power. These facts are all confirmed in an article that appeared in 
Boise Cascade Quarterly, February 11)74, which is attached at Tab E. 

it is quite clear that Boise Cascade’s claim for compensation is far more remote 
and far less compelling than the claim of an individual who saw his own home, 
personal property, or small family business destroyed in the war. Under no 
conceivable principle of equity could these two claims lie regarded as equivalent. 
S. 1728 would net donv Boise a right to compensation. It would merely give 
priority to claims of greater immediacy. 

(Ill Opponents of S. 1728 have argued that this issue has been settled by 
previous legislation and should not be re-opened. 

ttcxpon.Hi '. — Prior to eiich previous distribution from the War Claims Fund, 
the Congress has enacted new priorities to compensate first those categories of 
unpaid awardholders it deemed most, entitled to compensation. Thus, in 11170. 
the Congress created a priority for charitable and religious institutions. All 
awardholders in this category were, paid in full in the 1971 distribution from 
the War Claims Fund. With the possibility of further payments in the near 
future, the Congress is fully justified in determining which categories of unpaid 
awardholders are now deserving of a priority. 

When similar legislation was pending before the Congress in 1970, Chairman 
Eastland requested an opinion from tiie Attorney General on the constitutionality 
of creating a priority for charitable and religions organizations and for in- 
dividuals. The Attorney General determined that creation of such priorities 
would lie constitutional. He stated : 

The equal protection issue posted by H.R. 2609 arises because individuals 
and lion-prof t organizations would lie treated differently than corporate 
claimants. The difference in treatment obviously constitutes a classification, 
bill classifications arc not per se forbidden. In our view, the classification 
here is not an arbitrary one. Gongress could reasonably make the judgment 
(hat corporate claimants should be paid last. In reaching that judgment. 
Congress might reasonably take into consideration the fact that corporate 
claimants have received the great hulk of the money which lias been paid 
out under the War Claims Act. Of aproximateiy $219 million distributed, 
almost -Si .74 million has been distributed to large corporations. . . . 

The funds involved arise from the sale uf enemy assets which became the 
property of the United States when they were seized by the United States 
and are being made available by Congress as a matter of grace. <1070 U.S. 
Code Congressional and Administrative News, pp. 5062, 5063, emphasis 
added.) 

( 10) Opponents of S. 1728 have argued that the entire idea of assigning prior- 
ides to awardholders is wrong. 

/.v^amsc. --Regardless of the merits of creating priorities, if is a fact, that 
four priority categories have been created by previous legislation and that the 
awardholders in these categories have been paid in full. The individuals who 
lost their homes personal belongings and small family businesses have been 
deprived of compensation by the creation of these previous priorities. Whether 
or' not the principle of priorities is justified in the abstract, a priority for these 
individuals would in substantial part simply restore to them what they had lost 
by virtue of the creation of the previous priorities. It; is quite ironic that these 
awardholders, who have waited so long for compensation because other priority 
cm l egories were created and awards in these categories paid in full, now hear 
the argument raised against them that the creation of a priority for them is 
ins justified. 


Re House amendment of S. 1728: Preference for 43 individuals. 

An amendun n added to S. 1728 by the House would grant 43 individuals a 
preference for t ie payment of the remaining unpaid portion of their awards 
under the War Claims Act, over the remaining unpaid awards of U.S. eorpora- 
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An extensive document prepared for the 43 beneficiaries of that amendment 
discusses, or argues against, ten major objections to that amendment. 

This memorandum and attachment respond to those arguments. This memo- 
randum and attachment follow the same format for those ten objections that 
document chose to discuss, as follows : 

1. Many Individual Awards Based On Foreign Business Corporation Losses 
(at p. 1 attached). 

2. Shareholders In Foreign Corporations Should Not Be Preferred Over Share- 
holders In U.S. Corporations (p. 2). 

3. Congress Should Not Create A Precedent For Priority Payment Of Such 
Individual Claims (p. 3). 

4 . Individuals Have Already Recovered A Greater Percentage Of Their Awards 
(p. 3). 

5. The Amendment Benefits Relatively Few Individuals (p.4). 

(5. Thirteen Receive SO Percent Of The Money Benefit (a. 6). 

7. The Individuals That Would Take The Share Due Others Under Existing 
Law Are Wealthy (p. 6) . 

8. The Amendment Subordinates Awards For US Corporation Losses To Indi- 
vidual Awards For Foreign Corporation Losses (p. 7). 

0. Congress Rejected Such A Proposal In 1970 (p. 7). 

10. The Concept Of This Desired Priority Is Wrong (p. 8). 

All figures used in the attached are taken from or based on those presented 
on this amendment by the Foreign Claims Settlement Commission. 

It is respectfully submitted that the equities of the 43 claims beneiitted by this 
amendment do not justify its adoption. 

It is respectfully submitted that it should again be rejected by the Senate, as 
the Senate Judiciary Committee, the Senate, and the Congress rejected such a 
proposal when it was before them in 1970. 


1. MANY INDIVIDUAL AWARDS ARE BASED ON FOREIGN BUSINESS CORPORATION LOSSES 


Response: (A) “The majority” of individual awards are based on loss of per- 
sonal residences and property. (B) Individuals’ awards based on business losses 
are based on “total loss of a family business”. 

Corrections : The Response, phrased in terms of 187 individual awards, seeks 
to obscure or evade the primary fact that this amendment benefits only 43 Indi- 
viduals: only those with unpaid balances over $24,000. Unlike the other 144 
individuals with balances under $24,000 (all of whom are fully compensated 
under existing law and cannot be beneiitted by the amendment in any way), only 
those 43 are not fully compensated by their additional $24,000 priority payment 
due under existing law. 1 Tt, therefore is misleading, or irrelevant, to urge this 
amendment in terms of those other 144 individuals fully compensated under- 
existing law, whom this amendment cannot benefit in any way. 

(Note: The importance of stressing this point here is due to recent distribution 
of a Memorandum titled : “Financial Condition of Individual Awardholders”. It 
describes eleven so-called “typical cases” illustrating a claimed hardship need 
on their part for this amendment. What that “Memorandum” fails to disclose is 
that: (i) under existing law, all eleven receive an additional mandatory pay- 
ment of $24,000 each, or the balance of their claim if less, (ii) nearly all eleven 
thus receive 100 percent payment, under existing law and cannot possibly benefit 
from the amendment, and (Hi) that the amendment benefits only those 43 in- 
dividuals having a remaining balance after they receive their additional $24,000 
payment.) 

(A). “The majority” of these 43 are not -based on loss of personal residences 
and property. Only 18 are based on property directly owned by individuals. Even 
if all properties on which these 18 are based were residences (tliey in fact in- 
clude such things as a large brewery, claim 12725, for a U'S born citizen), their 
recoveries to date, $3.1 million on their 18 awards totalling $3.9 million, more than 
compensate them for their cost of those “residences”. It thus appears all claims 
for any personal residences lost are fully paid out under existing law. 

Seven of these 18 awards have but. small balances, $165 to $5,400, remaining 
after their $24,000 priority payment and will have recovered 95% to 99.8% of 
their awards. The property of another of these 18, in China, “was located in 


1 Existing law, enacted in 1070, requires that each remaining claimant be paid an 
additional $35,000, or his unliquidated balance if less, before pro rata payment (PL 91-571, 
50 TT S C. App. 2017 1(a) (8) ). Each claimant has received $11,000 ot this and will receive 
his remaining $24,000 from monies now available In tile War Claims Fund. 
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the best residertial district and even there was conspicuous for its prefer) tious- 

'I'lt-p f ? eCISI, ,', U 1473S ; r hlin ‘ 7065 ’ for a u - s - l>orn citizen). Tlie estate tax filed in 
™ for another by his wife reported his estate at $2 million, another filed in 
i.dbd by his wile reported his estate at $2 million (consolidated claims £323) • 
others have received other awards under the International Claims Settlement Act 
eo n mi1 °" (claini nl7f >)> aJKi the Polish War Claim Act (claim 3394). 

( B). 11m remaining 25 individual awards involving foreign business losses arts 
not based on 'total loss of a family business”. All those businesses were not “total 
losses . 1 or example, claim 8825 involves loss of a ship that was but one of a 
Heel; owned by claimant’s father (site being a U.S. born citizen). Nor were all 
Uiose businesses totally owned by these 25 individuals. For example, claim 12067 
involves loss of a 27% interest (by claimant's father) in a foreign business. These 
_’•> claimants recoveries under existing law of their foreign business losses. $8.1 
million of their 25 awards totalling .811.7 million, assures recovery ol' their in- 
vestment in those foreign businesses. 


2. SI I AiUCIIOl.OKKK IN FOREIGN CORPORATIONS SHOULD NOT TiF, PREFERRED OVER 
SHAREHOLDERS IN U.S. CORPORATIONS 

Response (A) Shareholders in the foreign corporations had become U.'S. citi- 
zens by the time of flic loss. CB) Shareholders in foreign corporations “are the 
' i ' '7 persons ’ who suffered the loss or In some oases their heirs. 

Corrections : (A) JJie prior citizenship of shareholders in foreign porpora tions 
dot's not alter the proposition that the U.S. government should not prefer share- 
holders of foreign corporations over shareholders of U.S. corporations. (At least 
eight of these 43 claimants were horn in TJ.S.) 

(JJ). Relatively few of the 25 claimants here seeking priority payment fo;* 
losses in foreign business corporations or similar business organizations experi- 
enced such losses. At least sixteen of them are but heirs of those who did (Of all 
43 individual claimants, at least 27 of them are only heirs of those that experi- 
enced the loss.) 


CONGRESS SHOULD NOT CREATE A PRECEDENT FOR PRIORITY PAYMENT OF SUCH 
INDIVIDUAL CLAIMS 

Response: Creation of a precendent for priority payment of these 43 claims 
would ii(h: constitute a precedent for priority payment of such claims, because 
Congress created different priorities for the payment of other claims under the 
Act. 

Corrections: None of these 43 individual claims qualify for any of the four 
priority categories Congress established, for: death, personal disability, non- 
profit. organizations, and small corporate and other businesses. All 43 qualify for 
(he total $45,0(10 priority payments Congress authorized for all other claimants 
(50 t-'.'S.C. App. 2017-1 fa) (2) and (3)). All 43 also have already shared in the 
recovery of their unpaid balances pro rata with other claimants. All 43 will con- 
tin no to do so. 

In 1970 the Senate Judiciary Committee, the Senate, and Congress expressly 
rejected demands that it create a priority for these individuals. Congress has 
never created a priority for payment of such claims under this or any oilier 
law. The demand that it do so now is again unjustifiable. Granting it will .stimu- 
late demands that Congress do so in other situations involving loss of past, good 
faith, or needed U.S. investment: in underdeveloped or other foreign countries. 

4. INDIVIDUALS HAVE ALREADY RECOVERED A GREATER PERCENTAGE OF TITFIR AWARDS 

Response: This is only because individuals’ losses were “far larger” than U.S. 
corporations’ losses; “Hie essential fact” is that due to tax benefits received 
by some U.S. coiporntions, they “have in fact, recovered a greater percentage” 
of their losses than the individuals have. 

Corrections: Including tax benefits received, the recovery to be received under 
existing law by all remaining corporate claimant* before any further pro rata 
sharing amounts to 08% of their losses. 2 The recovery to he received under 
existing law by all remaining individual claimants before any further pro rata 

J Total tux benefitR of $39 million for such war losses plus total award payments of 
SI.,4.0 million for additional losses (or $193.5 million), as a percentage of total tax 
y” n .2 fl . ts of * S!> million phis total awards of $246.1 million for those additional losses (or 
$2S.i.l million). 
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sharing amounts to 81% of their losses. (The Act does not require individuals, 
unlike corporations, to disclose “under oath” any federal tax benefits received as 
a result of such losses, and that such tax benefits be excluded from awards made 
individuals.) 


6. THE AMENDMENT BENEFITS RELATIVELY FEW INDIVIDUALS 

Responses : (A) The fact that “relatively few” of the 43 remaining individuals 
get most of the money the amendment would provide them “is wholly irrelevant” 
and “badly misconceives” its purpose, which is to treat these “individual claims 
as a class”. (B) The amendment benefits all 187 individual awards, including 
the 144 with remaining balances under $24,000, by giving them the Fund money 
needed to pay U.S. corporations their $24,000 or less payments due them under 
existing law. 

Corrections: (A). In considering an amendment taking money from one- 
group for another not entitled to it under existing law, it is not wholly irrelevant” 
to note that most of it would be taken for “relatively few” individuals. 

The unpaid amount of all 187 remaining individual awards is $0.5 million. 
After all 187 receive their additional $24,000 priority payment, or full balance 
where less, due under existing law, only 43 individual awards remain, and the 
total ot their remaining unpaid claims over $24,000 is $4.4 million.-' The amend- 
rnent seeks to give them full payment priority for that additional amount also. 
Most of that amount in the limited War Claims Fund is needed to pay U.S- 
corporations their statutory $24,000 or less payments due under existing law. 
Of this $4.4 million the amendment thus would take for (only) these 43 
individual awards: two brothers would get over 20% of it, five individuals 
50%, and ten individuals 75% (two of them brothers, two of them husband and 
wil-e). This fact is not “wholly irrelevant” and does not “badly misconceive” 
the amendment’s purpose. 

Correction: (B). The amendment does not benefit all 187 individuals. It 
definitely does not benefit the other 144 individuals with claims under $24,000 
that are fully paid off under existing law. In fact, it damages them. It only 
benefits the 43 claims over $24,000. 

Presently there is $5 million available for distribution from the War Claims 
7 u . : , or approximately the total $5.3 million required to pay all remaining 187 
individuals and 161 US corporate claimants their additional $24,000 or less pay- 
ments required by under existing law.* Disbursement of this available $5 mil- 
lion pursuant to existing law (prevented by consideration of this amendment,) 
virtually pays off in full all 144 individuals claims under $24,000. Tlie amend- 
ment, however, requires this $5 million to be distributed (only) over all 187 
11 p < Ua total million, or $1.3 million more than the claims 

ot $5.3 million the available $5 million will be distributed over under existing 
law. Consequently, the portion of the available $5 million, or their remaining 
fnrlor ‘ °« tllose 444 individuals receives under exitsing law is substantially 
larger than the portion each receives under the amendment. The amendment’s 
tn ly ™^ e&Cia /i? s are 41l ?, ot }’ er 43 individuals, who get the difference between 
the portion ot the available $5 million those 144 get under existing law and the 
lesser poruon they get under the amendment. 

This substantial reduction for these 144 individuals is significant because- (i) 
other fund monies are subject to litigation, private bills and similar claims 
and there can lie no assurance” when they will become available, according to 
m „ Ce « I ’ a . r, )" ,en l t ' (11) the literature, noted at page 1 above, being distrib- 
uted in an effort to show, erroneously, that the amendment is needed by these 
144 individuals says they are “elderly persons” with “few sources of income” 
who need their award payments now “to support them in their declining years ” 
and ( 111 ) none of these 43 individuals that now would receive a larger amount 
stances^ 6 amendmellt ’ at tlle expense of these 144, is in necessitous cireum- 

C. THIRTEEN RECEIVE 80 PERCENT OF THE MONEY BENEFIT 

Responses: (A) This fact “is irrelevant.” (B) “More relevant . are the 
na ,ure of the property lost, the personal and economic significance of the loss to 

und?r e *24 n nOD m ' nl0J1 ’ minus full payment of 144 claims 

eqimls Il^millifn.’ 103,008 ’ minua $ 24 ’ 000 for 43 with claims over $24,000 ($1,032,000)! 

f* y,' 1 . mi 11 /?" t° fully pay off 144 individual claims under $24,000 plus $1 032 million 


Approved For Release 2001/08/29 : CIA-RDP75B00380R000500380003-7 



Approved For Release 2001/08/29 : CIA-RDP75B00380R000500380003-7 


tin- a wardhohler, mul (he percentage recovery of the total loss (he awardholder 
has had”. 

Corrections: (A) The relevance of the fact that the amendment would bene- 
fit. relatively few of the 43 individuals is covered at page 4. 

(It) Regarding rhe nature of the property lost, the costs for personal residence 
and property have been fully paid, page 3. Rega rding the significance of the loss, 
the great majority of the amendment’s 43 beneficiaries suffered no loss at ail 
and are but heirs' of those who did, page 3. Regarding the percentage recovery 
these 43 enjoy under existing law, it ranges from a low of 634% (involving a 
foreign corporation property) to !.)l).8%, or a low of over $85,00!) to $81!), 177. 


7. TILE INDIVIDUALS WHO TAKE THE SHARK DUE OTHERS UNDER EXISTING 

LAW ARE WEALTHY 

Responses : ( A) “The vast majority” of those individuals are “in middle or 
lower income brackets.” (B) “The fact that a minority are wealthy, however, 
is irrelevant." 

Corrections: (.4.) The Response, phrased in terms of 187 individuals rather 
than the only 43 the amendment benefits, seeks to obscure the fact that those 
individuals who would take the share due others under existing law are wealthy. 
They have been well treated by existing law'. 

i ii) Regarding the iinarcial condition of the 43 individuals: none is in neces- 
sitous circumstances. Kac>. lias already received between $61,00!) to *796.000 
under existing law. Kadi receives an assured additional $24,000. And each share 
pro rata in Fund monies to become available hereafter. All of them are sucoss- 
ful, well established people. One of them has two claims. Thirteen of the others 
are related as brothers, sisters, husband and wife, or mother and daughter. The 
thirteen who get most (80%) of the money the amendment would take are all 
wealthy. 


S. THE AMENDMENT SUBORDINATES AWARDS FOR 1 8 CORPORATION LOSSES TO INDIVID- 
UAL AWARDS FOR FOKKION CORPORATION LOSSES 

Responses: (A) The stockholders of US corporations that suffered the losses 
are not their stockholders today. "In contrast, most of the individuals are the 
very persons wins suffered the loss.” («) The assets lost or destroyed of one 
such U.8. corjior ition, Shanghai Power Company, with a remaining unpaid 
balance of $3 million, have been written down lo zero on the books of its present 
owner. 

Oorreetinns : ( A) Most of the amendment’s 4?, beneficiaries arc not the persons 
who suffered the oss. In contrast, at least 27 are but heirs of those who suffered 
11,0 loss. 

( p, ) Good accounting practice requires assets that become worthless to be 
written down to aero. Coed accounting practice requires the same treatment for 
losses sustained by corporations less than 50 percent owned by' non-IT. 8. nationals. 


O, CONGRESS REJECTED SUC11 A PROPOSAL IN 197 0 

Responses: A .justice Department report of that year stated that Congress is 
conslituf iomilly f -ee to legislate on this matter as it: chooses. 

Corrections: After considering that report. Congress concluded it should not 
grant individuals the priority these 43 request. In its report on tins amendment 
to the House this session, the Justice Department deferred to the views of the 
Foreign Claims Settlement Commission. The Commission, the Department of 
.Slate' and the Office of Management and Budget oppose this amendment. 


10. THE CONCEPT OF THIS DESIRED PREFERENCE IS WRONG 

The reasons for this have already been staled. 

Mr. Or, ftp.. We also have one more memorandum- which is in 
response, lo some material which has been circulated by the. proponents 
of the wrote reree amendment. It is entitled, “Memorandum : Financial 
Conditions of Individual Shareholders” and purports to rave the 
.Hv.--e.nt financial circumstances of 11 representative individual claim- 
cuts Mr Chairman, cf these 11, only 4 are included m the 43. Seven 
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are included in the 144 individual claimants avIio would receive 
tlieir entire balances under the distribution of the $5 million and who 
under the preference amendment would not receive their full balances. 

So this I would like to submit for the record also along with a 
survey that we have done again from public information in the For- 
eign Claims Settlement Commission files, which I believe presents a 
little bit less distorted picture of the situation. 

Finally, Mr. Chairman 

Senator Burdick. Has that been offered ? 

Mr. Clute. Yes. 

Senator Burdick. It will be received without objection. 

[The information referred to follows :] 

Memorandum : Financial Condition or Individual Awardiioldebs 

The following are specific examples illustrating the financial condition of the 
individual awardliolders under the War Claims Act of 1948. The following cases 
are typical. 

Ifilli Bernstein of New York City is a widow 78 years old. The firm of which 
her husband was a partner is in bankruptcy and the vast majority of her previous 
recoveries under the War Claims Act have gone to pay creditors. She lives on 
the balance of her award in a small apartment. The unpaid balance of her award 
is $393,000, payment of which would make her financially secure. 

Ulrich Strauss of Los Angeles is in Ids 70’s and works as a" short order cook. 

His income is less than $5,000 per year. The unpaid portion of his two awards total 
about $300,000. 

Siegfried Aram of New' York is 81 years old and has an income of about $3,000 
I>er year. While the unpaid portion of his award is unite small, any amount he 
can recover would be an important addition to his meager income. 

Herbert Jewell of Long Island City, New York, is an elderly man with an 
income of about $5,000 per year. Payment of his $24,000 award would make a 
substantial difference In his financial condition. 

. Eli Trockenheim of Brooklyn, New York is 80 years old and lives with his 
ailing wife on an income of $9,000 per year. Much of his income goes to meet her 
medical expenses. Payment of their $43,000 award would be of enormous benefit 
to the couple. 

The Bell family of San Francisco consists of 10 children of Edward Bell. All 
of them were interned in a Japanese concentration camp during the war. While 
their incomes vary, all are modest, and payment of their relatively small awards 
would be a significant benefit to them. 

Helen Allington of New York is a 78-year-old widow living on small Social 
Security payments. Since the bulk of her husband's career was spent In Germany 
the Social Security payments she receives are very small. Mrs Allington is ill, 
and payment of her $7,000 award would help her greatly. 

Ernest Lorman of New York lives on a small income. Though both lie and Ills 
wife are past 70, both still hold jobs to support themselves. Their $14,000 award 
substantially exceeds their current combined incomes. 

Ernst Rathanau, nephew of the German minister who signed the Versailles 
Treaty ending World War I, lives in New York on an Income of about $9,000. 

Mr. Rathanau is elderly and lias relatively few productive years ahead of him. 

Adele Geyer is over 90 years old and lives in a nursing home. Payment of her 
$19,000 award would alleviate the financial burden of maintaining her in the 
home. 

Carla Palm of Fort Thomas, Kentucky is SI years old and an Invalid requiring 
constant care. Payment of her $25,000 award would help pay the heavy cost of 
this care. , 

Ernest Herman of Los Angeles is a wealthy man who does not require pay- 
ment of his award in order to live comfortably. He has supported the effort to 
pass S. 1728 primarily because he believes that the principle of S. 1728 is sound 
and that these individuals, many of whom lie has come to know, are deserving 
of tills relief and need it badly. 

The above cases are generally typical of the entire class of individual award- 
holders. Most of these individuals are elderly persons beyond their productive 
years and have few sources of income. Many do not qualify for substantial Social 
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Security payments because their productive years were spent outside the United 
States. The’ fruits of ttieir labors were lost in the war and are the basis of their 
War Claims awards. Enactment of S. :1T28 would provide for many of them a 
final financial st aloe to support them in their declining years. 


Mijmobasdum : Financial Facts re Twelve Individual Awabdholders Cited 
as Typical Hardship Cases 


Lilli Bernstein. Claim No. 4502, Decision No. 21545, Arnold Bernstein. This 
claim was filed in the name of her husband, since deceased. The amount of awa rd 
pa id to date is $031,207.05 Under present law un additional $21,000 will be paid. 
Total payment will be approximately 05 percent of the award. 

Ulrich Strauss, claim No. 22752. Decision No. 20485 and Claim No. 12067, De- 
cision No. 20493. Inherited claims through Otto Strauss. Payments to date are 
$405,431.30 on Claim No. 12007 and $96,168.20 on Claim No. 22752. Total paid 
is $501,599.56. Unpaid amount on first award is $231,699.70, on second award 
$00,713.07. Because he has two claims, Strauss will receive $48,000 (plus any pro 
ration) under the present law or a total of 8549,509.50, approximately 70 per- 
cent. of his claim. 

Siegfried Aram. Claim No. 9910, Decision No. 13325. Has been paid $38,824.81. 
leaving balance of $253.19. Will be paid out 100 percent under present law. 

Herbert Jewell. Claim No. 6599, Decision No. 21107. Has been paid to date 
$76,170.00. Amount of unpaid award $23,830. Thus he will be 100 percent paid out 
under present law. 

Eli Trokenheim. Claim No. 3394, Decision No. 18694. Has been paid $106,820.00. 
After payment of $24.01)0 under present law, Trockenheim will have an unpaid 
balance of onlv £10.000. thus being approximately 87 percent paid out. 

The Bel] familv. Claim No. 9308, Decision No. 20570. Each of the 10 children 
of Edward Bell has received $5,103.70, leaving a balance of $796.30 to be paid 
to each of them. Under present law they will be completely paid out. 

Helen Allington. Claim No. 8137, Decision No. 11854. In name of Howard Alling- 
ton. deceased. Has been paid $49,179.00. Balance of $6,790.01 will be fully paid 


under present law, thus making a 100 percent pay out. 

Ernest Loraian. Claim No. 16004, Decision No. 20994. Has been paid 800,458.90. 
Balance of $13,911.25 will be fully paid under present law, thus making a 100 
percent pay out. 

Ernest Kathenau. Claim No. 7320, Decision No. 20472. Has been paid $39,788.13. 
Balance of $1,238.87 will be fully paid under present law. Another 100 percent 


yu.y out. 

A dele Coyer. Unable to find this case among individual claimants. It appears 
from note in the Kennedy memorandum that the unpaid amount is $19,000. 
Under present law this amount would, of course, he fully paid. 

Carla Palm. Claim No. 11418, Decision No. 20380. Has been paid $76,701.16. 
Her unpaid balance is $24,165.34. Under present law she will be fully paid 
out because of pro rata payments after the $24,000 (Provided additional money 
available is around $5 million, which is probably since the Justice Department 
is. we understand, prepared now to transmit $5 million to the Foreign Claims 
Settlement Commission for award payments). 

Ernest Herman. Claim No. 9528, Decision No. 2111. Ernest Herman and 
Gunter Herman. Ernest and Gunter have each been paid $786,018.18. Balance 
unpaid is $171,972.32 for each brother. After payment of the $24,000 each will 
have received approximately 64 percent of his claim. 

In sum, eight of the twelve cases cited wi I be fully paid out under present 
law. Three of the four remaining are among the top six individual claimants 
who together receive nearly 60 percent of the total funds earmarked for in- 
dividuals under 8. 1728. 


Mr. Clutk. Finally. Mr. Chairman, just one other point which I 
v. ould like to make, which we were not intending to make, hut lie- 
cause it occurred to us, because of some statements made this morn- 
ing by preceding witnesses, we felt w r e would make. 

There were very unfortunate circumstances in the background of 
many of the individual claimants and I again wish to emphasize 
that.' we are not tryiner to disparage the meritoriousness of their claim 
nor try to make little of the unfortunate circumstances which gave 
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rise to those claims. That is not our purpose at all. *Wh are very much 
in opposition though to the preference treatment because we think 
that is inequitable. One instance of such inequity that I can recite 
is the case of one shareholder of Shanghai Power that I am familiar 
with. 

lie is an inidividual shareholder and was an executive of Shanghai 
Power and was incarcerated by the Japanese in 1941. He was an Amer- 
ican citizen and remained in the Japanese prison for 4 years. In 1945 
when the Japanese surrendered, he was released and came back and 
assumed his position in charge of Shanghai Power. As I mentioned 
previously, he being a shareholder of an American company that is 
classified as a U.S. national under the act, he was not entitled to 
submit a claim. He must rely on Shanghai Power. He is now de- 
ceased. lie died in the 1950’s. His heirs have his interests. 

Although I don’t think it is particularly relevant to go into the in- 
dividual circumstances, of shareholders, I think that those kinds of 
instances— and there are other similar shareholders of Shanghai 
I ovvcr and I am sure other corporations who have losses here — the 
investment that they had in Shanghai Power probably represented 
a greater part of their individual estate than some of the individual 
claimants. 

In any event, to grant preference to these 43 individuals which this 
amendment would do, would be at the expense in part of people like 
that individual. 

And finally, Mr. Chairman, we would be glad to respond to any 
questions you or Senator F ong may have. 

Senator Burdick. Senator Fong ? 

Senator Fong. What you have given us in this second memoran- 
dum is for refutation of what has been said, is that correct ? 

Mr. Clute. That is correct. 

Senator Fong. The first two pages is what has been given to us in 
•evidence and then the refutation follows that ? 

Mr. Clutk. That is right, Senator. 

Senator Fong. Now could you tell us about the $7,800,000 Now 
does that represent the total value of Shanghai Power’s claims ? 

Mr. Clute. No, that was the property that was either taken away 
by the J apanese or lost. It was moved in some cases to Mongolia and 
it was equipment that was pirated to other parts of China in the war. 

It was in part because of loss of inventory and various things of that 
nature. It was not compensation for the property that was returned in 
1949. 

Senator Fong. I see. What was the total assets of the company at 
that time? J 

Mr. Clute. I am going to have to chock. I am not sure. It was about 
•$56 million. 

Senator Fong. $56 million you say and they took about $7 million 
worth of goods? 

Mr. Clute. Yes. 

Senator Fong. And this is a claim that you arc making- ? 

Mr. Clute. Yes. 

Senator Fong. That was subsequently taken over by the People’s 
Republic of China, correct ? 

Mr. Clute. Yes, in 1950. 
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Senator Fong. So you have a claim there ? 

Mr. ( ’lute. Then*' is a claim by Shanghai Power Go., that has been 
approved and adjudicated by the Foreign Claims Settlement tour 
mission of $511 million. 

Senator Fong. Of $53 million, 

Mr. Clute. Yes. . , TTT „ . n 

Senator Fong. So actually the claims against the War Claims Com- 
mission would be an iu d $(>() million altogether? 

Mr. Cl hits. Yes; approximately. .. ... 

Senator Fong. Would you tell us how much did you acquire the 

Shanghai 1 tower ( to. for ? 

Mr. Ci.iite. The figure has not been set with any accuracy. It was 
part of a conglomeration if you will of foreign assets consisting of 
some notes of foreign governments and this claim— and incidentally, 
Senator, the $(50 million is not under the War Claims Act; the $7 mil- 
lion is under the War ( laims Act and the $53 million is under the China 
Claims Act, which is a separate section. Jt was impossible to set a 
p.-ecipe value upon the indi vidual assets. We were looking at them in 
the aggregate. Each individual asset was reviewed and then when 
we got down to the final time, we said if would be within this figure, 
and that is how we arrived at the final figure. 

But. there was a claim I think in Cuba and there were several assets 

in. Latin America. „ , , . . ., ,, , 

Senator Fong. Could you give us a figure as to what is the amount 

that was paid for all the assets? 

Mr. Clvtk. Of all the assets* . ^ , . ... . . 

Senator Fong. Of everything, including Shanghai Power at that 

particular time. 

Mr. ( Mute. Yes, it was in excess of $500 million. 

Senator Fong. I see. And you bought a lot of other things? 

Mr. Or.imi. Pardon ? „ , J 

Senator Fong. Did Shanghai Power Co. have assets of over $.>00 

Mr Civutk No. Shanghai Power Co. at that time had assets rep re- 
sent big the pavment under the War Claims Act of something in excess 
of $4 'million. "That, was cash assets within Shanghai Power at that 
1 i cue, and then they had the claims. Hie business or in . effect the- 
values of our stock that we gave when Ebasco merged into bouse 
( 'ascade was in excess of $500 million. 

Senator F< >n o. When was that ? 

Mr CniTTK. 'That -was in 1969. 

Senator Fong. That was after the Chinese took over the power 
company? 

slm if o^Fom^’So you negotiated a deal after there were claims? 

Mr. Oj/utk. That is correct. 

Senator Burdick. Maybe the stall has a question or two. 

■Uv Wkst-hal. As 1 understood your testimony, you said that when 
you entered into negotiations to merge Ebasco into Boise Cascade, ymu* 
first offer to Ebasco, which did not include the acquisition of 1 any for- 
eign companies or foreign assets, was about half of what you final I., 
paid. So it was somewhere in tlie nature of $250 million, correct . 

Mr. Chute. I am dealing with round figures. 
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Mr. Westiuial. All right. And then you apparently were told by 
Ebasco that they wouldn’t consider any merger that did not provide 
i:or your acquisition- — that is, Boise Cascade’s acquisition — of all their 
assets, including these foreign companies and foreign properties. Isn’t 
that true? 

Mr. Clute. That is right. 

Mr. Westpiial. And then you told us that you then sat down and 
were forced to then analyze each of these assets which you had thereto- 
fore excluded from your consideration and to try to put a value on 
them. Now can you tell us what value you put on the assets; being all 
the stock and all the property owned by the Shanghai Power part of 
Ebasco, which you were negotiating to acquire? 

Mr. Clute. No; wo did not break the values down. In mergers that 
large it is not normal that you would break the values down by each 
individual asset. We looked at the entire group of foreign assets and 
we analyzed each one and then wo said — and incidentally, we analyzed 
it from both the earnings standpoint and from the prospect on these 
claims of recovery on the other assets as to what the risks were and we 
came to a rough estimate as to how much we would pay in our stock. 

Mr. Westpiial. At the time you were undertaking this you knew 
that among the assets of Ebasco was its complete ownership of the 
Shanghai Power Co., or 80-percent ownership, correct? 

Mr. Clute. That is right. 

Mr. Westpiial. All right. And you knew that that, asset was in the 
group of assets you were negotiating to merge into your own company, 
correct? J 

Mr. Cltjte. Yes. 

Mr. Westpiial. All right. And you knew whether it was or was not 
a going concern at that time, did you not ? 

Mr. Clute. Yes. 

Mr. Westpiial. And you knew at that time that that physical prop- 
erty that is, the powerplant — had been taken over by the People’s 
Republic of China around 1950. Isn’t that true? 

Mr. Clute. That is right. 

. Mr. Westpiial. And you were conducting these negotiations some 
time m the late 1960’s? 

Mr. Clute. Either late 1968 or early 1969. 

Mr. Westpiial. All right. And at that time you knew then that 
insofar as being an operating property was concerned, that there was. 
no way you were going to physically operate the Shanghai powerplant 
located over m the People’s Republic of China, so you did not attribute 
to it any value insofar as a going business was concerned, correct ? 

Mr. Clute. That is correct. 

Mr. Westpiial. You would put a value on it for the $1 million and 
a fraction which had already been paid for Shanghai Power in the 
early payouts by the War Claims Commission, and a value on that $7 
million ciaun m the name of Shanghai Power. As I understand it, that 
H million was a frozen asset under the China Claims Act and could 
not bo disbursed to stockholders or anybody else without the permis- 
sion from tlio proper authority. Is that not true ? 

Mr. Clute. That is true. 

Mr. Westpiial. So that the value you paid for Shanghai Power or 
the value that you assigned to it in your appraisal of these assets must 
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have included at least a dollar match for the $4.5 million that they 
had in frozen assets, isn’t that true, or at least your share of it? 

Mr. Clu'i'k. That would be true. 

Mr. Westi-hai.. All right. Now then the question is— oh, and you 
also knew that they had a $56 million claim potential to be placed 
against, the People’s Republic of China, which was involved in the 
China Claims Act being handled by the Foreign Claims Settlement 
( 'ommission. You knew that, did you not ? 

Mr. Cltj’I'e. Yes, sir. It was $53 million 1 think. 

Mr. Wkstpiiat,. All right. And you know that there is another $3 
million some odd of unpaid claim that had been filed with the M ar 
Claims Commission, correct ? Now in your appraisal and analysis of 
those assets, at the time you engaged in this merger agreement with 
Kbasco, what was the approximate value you assigned the $4 million in 
cash, a cont ingent claim of the remaining $3 million some, and a con- 
tingent claim of $56 million which could be pursued against the Peo- 
ple's Ropu bli c o f Cl ) i na ? 

Mr. Ciate. As I have indicated, we did not individually value the 
various assets. If you will, we could make an analogy of it, as the 
CM i airman did, to an accounts receivable. In an accounts receivable 
you make some subjective judgments as to whether you are going; 
to get 100 percent or 50 percent or what and you come to rough esti- 
mates. You are not accurate. It is just a feel. It could be analogous 
to a household of furniture. You usually don’t go in and appraise 
everv individual piece but take it 

Mr. Wkstuhai,. What was the subjective judgment or evaluation 
you placed on those three items which were all assets that Shanghai 
Power had, namely, the $56 million claim, the $3 million claim, and 

the $4 million? ...... 

Mr. Ci/ute. 1 told you, Mr. Westphal, we did not value individual 
items. We valued the aggregate. There was a whole series of foreign 
claims, foreign assets, rather, which we valued and we valued them 
in ihe aggregate and we had some plusses on some and had some 
minuses on others. We. did not go through an individual check list 
and say, you know, we are going to put a? dollars against this one and 
,r dollars against that one. It is valued in the aggregate and that is 

the normal way those transactions are done. 

Mr. Westi'jiai,. The $4 million was a plus because that was $4 mil- 
lion sitting there and you were buying 80 percent of it, correct? 

Mr. (Ax me. It was $t million that was definite. 

Mr. Wkstuhai,. Now the $56 million claim, now was that a plus or 

minus? . , 

Mr. ( Yttte. As I recollect, the $56 million claim would not have been 
.riven too much value because at that time there was not. very much 
hope that there would ever be any improvement in the relations with 
Communist China but, on the other hand, the War Claims part of it, 
since it had been a recovery, since there was known that. there were 
other assets, which were already in the hands of the United States, 
that was valued or looked upon as a more valuable asset than the $56 
p.ilpon claim dollar for dollar, obviously. Hut if you say what precise 
value did you place upon it, it cannot be answered because it was not 
valued precisely in that sense. 
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Mr. Westphal. But you value it in percentages based upon a 
percentage of estimated recovery ? 

Mr. Clute. Mr. Westphal, I have said we had valued it in the ag- 
gregate. I can answer that question only in that way. That is a fact. 
That is the way these are normally done. 

Mr. West ruAn. What value did you put on the $4 million that was 
there in cash ? 

Mr. Cr/UTE. Mr. Westphal, I have testified that as to the aggregate 
of foreign assets — you see, I have the Ebasco property statement here 
if you would like it entered into the record, which lists all the foreign 
assets — and to the best of my recollection we placed the value at ap- 
proximately half the total purchase price of the entire company, which 
Avas in excess of $500 million. 

Mr. Westphal. And you are telling us you cannot give us no break- 
down below a quarter of a billion dollars ? 

Mr. Clute. That is right. 

Mr. Westphal. And this included a lot of claims other than what 
claims Shanghai Power had? 

Mr. Clute. It included all the aggregate foreign assets broadly 
speaking of Ebasco Industries, and they had extensive ones. 

Mr. Westphal. Now in 1971 or 1972 Shanghai Power received an 
$11 ,000 payment, did they not ? 

Mr. Clute. I believe so, yes. 

Mr. Westpiial. In your accounting transactions for receiving that 
$11,000 payment you' debited that against what kind of value rep- 
resenting the $3, some million contingent figure? 

Mr. Clute. I am sorry but I will have to admit, my ignorance of 
accounting practices. I do not know how that was booked. 

Mr. Westpiial. Well, you are the President of the company. You 
can find out and tell us. 

Mr. Clute. I am sure we can. Maybe counsel here knows. 

Mr. Lund. No. 

Mr. Clute. We will be glad to find that out for you. 

[The information referred to follows :] 

Boise Cascade Conr., 

Boise, Idaho, December 9, 19Vf. 


William P. Westpiial, Esq., 

Chief Counsel , Subcommittee on Improvements in Judicial Machinery, Senate 
Judiciary Committee, Dirkscn Building, Washington, D.C. 

Dual Mb. Westpiial: As you requested, I have asked our accountants to 
provide the accounting treatment accorded the $11,000 payment received Novem- 
ber 30, 1071 by Shanghai Power Co. under the War Claims Act. 

I am informed that since Shanghai Power has not been an operating company 
for many years that only memo accounts are maintained. The $11,000 payment 
was debited to cash and credited to a reserve account established for the war 
claims. 

If I can be of further assistance, please let me know. 

Very truly yours, 


,T. E. Ct.iite, 


Senior Vice President and General Counsel. 


Mr. Westpiial. Now do you still have any of your papers relating 
to your claimed valuation back at the time of the merger of 1969 
that would supplement the. proxy statement that would give the 
information as to what value you assigned the $56 million or the 
$3 million. 
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Mi‘. Ci.ute. Negotiations were conducted confidentially amongst a 
group of the higher management of Boise Cascade and the higher 
management af Kbasco Industries. We do have the information, which 
was the information existing in the files. They were also conducting 
a n investigation of Boise Cascade too. It was not done that way though, 

.Mr. Westphal. That would not be normally the way it is done, no. 

Mr. Westphal. IV hat you are saying is that if there is any of that 
information available as to the value analysis made during the course 
of your three offers, that that information is confidential and you don’t 
care to give it to the committee ? 

Mr. Cornu. No, I am not saying that at all. I am saying it doesn’t 
exist because it was the sub ject of lots of discussions and everything, 
but in transactions of this nature you do not do that kind of analysis 
because, if you did, it would require involving a large number of staff 
of your company and a large number of staff of the other company. 

As you are 1 am sure aware, negotiations of this nature, until they are 
publicly announced, must be kept secret and in strictest confidence so 
you restrict the number of people involved and necessarily make a lot 
of subjective judgments. 

Mr. Wektimiai,. The only merger I have ever been connected with 
was a railroad merger and I know there they counted every acre of 
land grant and. what the coal potential and oil potential and timber 
potential of it was and they made an evaluation of it in an attempt to 
arrive at a figure which would represent the relative stockownership 
that the old stockholders had in the company. I know that is normal 
for merger procedures. 

I am wondering if’ that is the same practice you had in spending 
over $500 million on this merger? 

Mr. Clute. No, it was not. 

Senator Burdick. Thank you very much then. Do you have any 
other documents to present? 

Mr. Clute. No. 

Senator Burdick. Our next witness will be Mr. Charles Mack, 
director of public and government affairs, CPC International, Inc. 

STATEMENT OF CHARLES MACK, DIRECTOR OF PUBLIC AND GOV- 
ERNMENT AFFAIRS, CPC INTERNATIONAL, INC., ACCOMPANIED 

BY HAROLD PLIMPTON, JR., VICE PRESIDENT, NATIONAL AF- 
FAIRS, AND STEPHEN R. C0NAFAY, STAFF ATTORNEY 

Mr. Pur mi ton. Mr. Chairman, I am Harold Plimpton, ,Tr., vice 
president of CPC International formerly known as Corn Products Co. 

I am here to introduce my associates, Mr. Mack, who will deliver* our 
testimony, and Mr. Conafay, but I wanted if I could, Mr. Chairman, 
to stress the fact that our new name of CPC International in no way 
evolved from any merger, acquisition, or divestment of the corpora- 
tion- It is the same company it was. We didn’t think the name of 
( lorn Products Co. property described the diversity of the growing 
corporation. 

CPC is a company with $8.5 million of unpaid claim balances. Thai: 
underscores pretty strenuously our intensive efforts and also our grate- 
f u iness at the opportunity to be here. 
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I would like to introduce Charles S. Mack, director of public and 
government affairs of the corporation, and also Stephen It. Conafay, 
attorney in our company. 

We are here to answer questions later on if it seems necessary. 

Senator Burdick. Very fine. 

Mr. Mack. Thank you, Mr. Plimpton and Mr. Chairman. We are 
grateful to the subcommittee for this opportunity to appear before 
you. this afternoon to express the objections of CPC International, 
Inc., to enactment of the House amendments, to S. 1728. 

We do have a statement, which we would be grateful if it might 
appear in the record. With your permission I will try to hit simply 
some of the highlights in an effort to save some of the subcommittee’s 
tiiifife 

Senator Burdick. That is very good. Your full statement will be 
made a part of the record without objection. 

[The prepared statement of Charles S. Mack follows :] 

Statement of Charles S. Mack, Director of Public and Government Aefatrs, 

GPO International, Inc., Accompanied by Harold Plimpton, Jr., Vice Pres- 
ident-National Affairs, and Stephen It. Conafay, Staff Attorney 

Mr. Chairman and members of the subcommittee, we are grateful for this 
Opportunity to express the objections of CPC International, Inc., to enactment 
of the House amendments to S. 1728. My name is Charles S. Mack, Director of 
Public and Government Affairs for CPC. With me are Harold Plimpton, Jr., Vice 
President-National Affairs, and Stephen R. Conafay, Staff Attorney. 

s. 1728 and house amendments 

As originally proposed, S. 1728 sought to amend Section 5 of the War Claims 
Act for the purpose of increasing the detention benefits of civilian internees of 
the Southeast Asia conflict. This is meritorious legislation and it is unfortunate 
that it has been clouded by two irrelevant and .highly controversial amendments. 

The House amendments address themselves not to internee benefits, but rather 
to establishing new priorities for payments from the War Claims Fund. The first 
House amendment grants priority of payment to all individual awardees, before 
•any distribution to corporate claimants. The second House amendment proposes 
that each corporate awardee receive an award in equal amounts up to $50,000 
or the amount of the award, whichever is less. 

BASIS OF OPC’S CLAIM 

CPC International— then Corn Products Refining Company— was one of the 
first U. S. Corporations to invest in productive facilities abroad. By the time 
of World War II, CPC had large interests in Europe and the Far East, principally 
in food manufacturing plants'. By the end of the War, however, virtually all of 
■CPC’s properties in Germany, Czechoslovakia, and the Far East, had been expro- 
priated or otherwise lost. Included in this loss was a corn milling plant in Barby, 
Germany which was at the time, the largest food processing plant in Central 
Europe. The Barby plant was one of a number dismantled and shipped to the 
Soviet Union, with the consent of the United States .Government, under the 
Potsdam Agreement. 

Under the War Claims Act, CPC was able to claim a portion of these losses. 
We received a gross award from the Foreign Claims Settlement Commission of 
some $26 million, for a net award of approximately $22 million. Of this sum, 
some $14 million has been recovered, leaving about $8 million of proven losses 
for which CPC has not yet been compensated. It is this substantial unpaid 
balance which is the basis of CPC’s vitnl concern with the proposed amendments. 

It should be emphasized at this point that no Federal appropriations have 
ever been involved in these payments. The source of payments derive entirely 
from German and Japanese assets seized by the United States during World 
War II. 
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t. OarECTtOJVS TO individual priority amendment 


a. The imlividual amendments will benefit only 43 individuals with nine 

ol the individuals getting the lion’s share. ’ 1U1 nlIle 

The present law requires that each individual and corporate awardee lie 
planted an additional $24,000 (or the amount of their award whichever is less) 
Jrom any additional monies which become available to the War Crimes Ami 

iw H 0 oAhAAo' r !r U, !; ,ri , be ?\ ns - Tt 18 ****** then, that under the pr^ent 
1. w .146 ot the 189 individual claimants will be fully compensated for the amount 

oniv 43 a “ y , furt ]* er action by the Congress. In other words. 

,. 4 ; ! “^iyiduais stand to benefit by enactment of this amendment. 

b. These 43 individuals have already received substantial amounts from prior 
war claims distributions (see Exhibit) 

• i ^ nr : te ; hat , of these 43 awardees, 31 have already been paid 

non ^ ea - rf i; An _d under present law (which grants an additional $24,- 

■Ik 0 * >.42 of thp 43 awardees; will eventually receive over $100,000 V- 

u ithout any change in the law. Furthermore, enactment of the individual priority 
.1 tnendment will result in these same 43 individuals getting 83% of all payments 
to individuals. (That is, these 43 will receive some $5.5 million of the approxi- 
mately $fS..> million which would be distributed to individuals under the amend- 
ment ) Even more disturbing is the fact that: of these select 43 individuals who 
would benefit by a change in the law, a. mere nine will receive nearly two-thirds cf 
the funds distributed to individuals. (These 9 individuals will receive $3.8 
million of the $*>.5 million awarded to the 43.) 

CPC seriously questions whether the Senate will want to enact legislation which 
benefits principally such a handful of individuals— particularly, since previous 
legislation has long since satisfied proven hardship cases, including death and 
i a, jury,, small businesses, and charitable, religious, and non-profit organizations!. 

e. Cl G believes that enactment of the amendment will establish an unjustifiable 
precedent. 


Tiie situation before ns is akin to a. bankruptcy proceeding, in that there are 
insufficient funds available to satisfy all claimants. We see no reason to break 
li-om the long standing law or pro rata distribution, particularly when most of 
the individuals seeking priority of payment would have difficulty establishing 
themselves as “hardship” cases. 

d. It is wrong to enact preferential rights for individuals because of alleged tax 
benefits received by some corporations. 

Some individual claimants argue that an injustice exists since corporations 
received tax deductions for their war losses while individuals did not. Therefore 
they argue, this injustice should be remedied by giving individual claimants i 
priority to the monies available in the War Claims Fund. 

We refute this argument as nonsense. Some corporations did not get any tax 
deductions for their losses. And while other corporations, like ourselves die' 
obtain tax benefits, these benefits were deducted from the awards granted by the 
< 'omniission. In other words, all present corporate awards are net of tax benefits 
1 here has been no double benefit as implied by individual claimants. 


II. OBJECTIONS TO AMENDMENT WHICH WOULD GRANT UP TO $50,000 TO EACH 
CORPORATE CLAIMANT 

CPC holds that the second amendment, which proposes that each corporate 
awardee receive equal payments of up to $50,000 or the amount of their award, 
has even less validity than the individual priority amendment. 

Tn its report, the House Committee reasoned that “equitable considerations” 
led the Committee members to adopt the amendment. However, the Committee 
report did not explain “equitable considerations” and. therefore, we can only 
guess at why the Committee felt it necessary to give preference to small awardees. 
We suppose that the House Committee must, have reasoned : “The smaller the 
award, the smaller the company. Therefore, to help the small businessman we 
will give him preference on his claims.” 

A close examination of the facts, however, indicates that this reasoning is fal- 
lacious. and, in fact, should the amendment pass, the effect would be to create 
an inequitable situation. 


■ i °P.‘j awardee. Tririch Strauss, ts a double awardee — having been granted an “Tndl- 
sep"ratelv Tard aUd S MiX6d award ' For the Purpose of this data, each award is treated 
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Specifically, we object to this amendment on the following grounds: 

a. Those Claimants Qualifying as Small Businessmen Have Already Received! 
Compensation for the Full Amount of Their Award. 

It is important to remember that previous War Claims legislation enacted in 
1962, has already made provisions for small business claimants. Those claim- 
ants qualifying as small businessmen were granted a priority, and, therefore,, 
have been fully compensated for the amount of their claim. This fact refutes the 
reasoning that this amendment will benefit the “small businessmen.” 

b. CPC Objects to This Amendment Because it is Erroneous to Believe that 
“Small Claims” Means Small Corporations. 

On tlie contrary, some of the smaller claims outstanding are held by such 
corporate giants as Westinghouse, Borg-Wamer, S. S. Kresge, and Studebaker- 
Worthington. Some of the claimants who will benefit the most by passage of the- 
amendment are not small corporations, but are very large. 

c. Enactment of the Amendment Will Have the Effect of Reverse Pro Rata 
Distribution. 

This amendment favors the small corporate awardee, at the expense of the- 
large awardee. Those corporations who have $50,000 or less will receive full 
compensation for their award, while large awardees will have the amount avail- 
able for pro rata distribution reduced by the amount awarded to the small 
claimants. Traditionally, when claimants face a situation in which insufficient 
amounts are available to satisfy all claims, the amount available is awarded om 
a pro rata basis. Under the proposed amendment, this approach w T ould be over- 
thrown. The inherent unfairness of the amendment is best summarized by Con- 
gressman Kuykendall’s remarks in his supplemental views to the House report. 
He said : “Such a scheme cannot commend itself as good law or simple justice.. 
It must be based on the premise that the more one lost, the less entitled lie is to 
reimbursement.’’ 

d. This Amendment Discriminates in Favor of Insurance Claimants Over 
Manufacturing Claimants. 

Total corporate aw T ards (combining insurance and manufacturing corpora- 
tions) amount to approximately $94.7 million. Of this, approximately $5.3 mil- 
lion, or 6%, constitutes awards to insurance companies. The remainder, approxi- 
ma-terly $89,4 million, or 94%, is attributable to manufacturing corporate claims. 
However, if the amendment is passed, insurance companies will receive about 
20% of the benefits assuming $10 million remains for distribution. It is difficult, in 
view of these statistics, to discern liow “equitable considerations” will be servedl 
when insurance companies will get disproportionate relief. 

CONCLUSION 

Both of these amendments are inequitable and ill-founded. The first amendment 
would benefit only a handful of individuals, while the second amendment pro- 
vides discriminatory relief to those who have lost the least, over those who have 
lost the most. 

Moreover, CP-0 asks that the continued legislative crippling of our claims should 
stop. The War Claims Act has already established a string of precedents for pri- 
ority of payouts ; first death and personal injury claims were given priority r 
then small businesses ; later, religious, charitable, and non-profit organizations 
and finally, in effect, all other small claimants up to $35,000. 

Whether some or all of these priorities have some merit is not the point, what 
is important is that the legislation now before you is not unique, but rather the 
latest in a succession of actions which have steadily undermined the ability of 
companies such as ours to obtain our rightful share of the limited funds available 
for recompense of our losses — losses which we suffered in the first place with 
the tacit consent of the U.S. Government. 

In light of these factors, CPC International urges that the subcommittee rec- 
ommend against both the House Amendments. 

This list gives the names of the 43 individuals who would benefit by enactment 
of the individual priority amendment — the amounts they have received' to date — 
and the minimum amount they will eventually receive if no change is made iiutlie- 
present law. 2 

8 See note 1, supra. 
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Minimum amount 
anticipated under 


. , . . , , , _ . . , present law, prior to 

Amount paid to date and claimants name : pro rata distribution 

$795,177, Edith Tietz $819. 177 

$780,018, Gunter Herman 801. 01S 

$780,018, Ernest Herman 810. 018 

$751,808, Els.er Schultz 775, S0o 

$601,208, Arnold Bernstein 085,208 

$478,644, Marie Onrbaty 502, 044 

$405,431, Ulrich Strauss 429,431 

$402,128, Stefanle Schwerin 426, 123 

$304,564, Ella Garbaty 388, 564 

$309,809, Alfred Maron 333. 809 

$304,401, Albert Spenner 328.401 

$267,426, Ha rold Nebenzal 291. 426 

$244,622, Gertrude Iteiss 268,622 

$223,256, Betty Fapanek 247, 256 

$195,070, Hannah Sigman 219,070 

$175,267, Adam ICoc 199, 267 

$170,951, Buis Roever 194,951 

$170,951, Rudolf Roever 194. 951 

$156,015, Eric Kaufman 180, 015 

$149,957, Michael Dt venis 173. 057 

$141,709, Loi lse Mesick 165, 709 

$134,190, Suzanne Von Schuching. 158. 190 

$132,529, Herman Tietz 156. 529 

$132,529, Rosalie Tietz 156,529 

$130,523, Heinz Wolf 154. 523 

$126,987, Ed Budd, Jr 150, 987 

$126,436, Alois Chronowsk 151), 436 

$121,668, Samuel Coleman 145, 66S 

$115,194, Rachel Hickey 139, 194 

$110,219, Adalbert von Gontard l 134, 219 

$106, 820, Eli Tronkenhiem 130, 820 

$96,168, Ulriek Strauss 120, 168 

$94,493, Louise Mav Hardy 118.493 

$90,761, Alfred Bach 114,761 

$89,565, Robert Stein 113, 56,*i 

$88,080, Stan! ev Sigman 112, 080 

$85,009, Evelyn Parker 109, 009 

$82,640, Hella Stanton 106.646 

$79,081, Robert Steckler 103. 081 

$78,573, Hildegard Palm 102. 573 

$77,240, Ann Unger 101. 240 

$76,701, Carla Palm T 100.701 

$61,392, Samuel Landau 85, 392 


Mr. Mack. Thank you. CPC International, as Mr. Plimpton said, 
was then known as Corn Products Refining Co., and was one of the 
first U.S. corporations to invest in productive facilities abroad. In fact. 
1919 was the year in which we opened our first overseas plant. By the 
time of World War IT, CPC had large interests in Europe and the Far 
East,, principally in food manufacturing plants. By the end of the war, 
however, virtually all of CPC’s properties in Germany, Czechoslo- 
vakia, and the Far East, had been expropriated or otherwise lost. 

Included in this loss was a corn milling plant in Barhv, Germany, 
which was at. the time the largest food-producing plant in central 
Europe. The Barhv plant, was one of a number of plants physical lv 
dismantled and shipped back to the Soviet. Union, with the consent, of 
the TJ.S. Government, under tile Potsdam agreement. 

Under the War Claims Act CPC was able to claim part of these 
losses for a net worth of approximately $22 million and of which some 
$14 million has been recovered, leaving about $8 million in proven losses 
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for which we heave, not yet been compensated. It is this very substantial 
unpaid balance which is the basis of our vital concern about the pro- 
posed amendments. 

Mr. Clute addressed himself very eloquently and very knowledge- 
ably to the objections which we would certainly share, too, in enactment 
of the individual preference amendment, and I would simply highlight 
a couple of those before moving on and discussing the second amend- 
ment in a little greater detail. 

We would note with reference to the preference amendment that it 
will benefit only 43 individuals with 9 of those individuals getting the 
lion’s share ; that is, some two-thirds in fact of the benefits which would 
accrue to the individuals under this legislation. If the amendment is 
enacted, the amount that would be received by nine individuals and 
the details on that can be found in the appendix exhibit to our 
statement. 

Second, these 43 individuals have already received substantial 
amounts from prior war claims distributions and, indeed, without any 
change in the law all but one will eventually receive over $100,000. 

Mr. Chairman, we certainly question /whether the Senate at this time 
of national economic crises will really want to spend its time and 
really want- to spend the Nation’s resources in enacting legislation 
which benefits principally such a handful of individuals, particularly 
since it has been noted that previous legislation has long since satisfied 
proven hardship cases including death and injury, small business, 
and charitable and religious organizations. 

We concur too that the statement that enactment of the preference 
amendment null establish an unjustifiable and perhaps a dangerous 
legal precedent, and we think it is wrong to enact preference for in- 
dividuals because of alleged tax benefits received by some corporations. 

Mr. Chairman, there is no double benefits. In our case our award 
was net of tax benefits. 

Now let me move on if I may, Mr. Chairman, and spend a moment 
or two on the second amendment, which would grant up to $50,000 to 
each corporate claimant. 

CPC holds that the second amendment, which proposes that each 
corporate awardee receive equal payments of up to $50,000 or the 
amount of their award, has even less validity than the individual 
priority amendment. 

In fact, Mr. Chairman, it is a mystery amendment. Nobody is really 
sure who is for this and nobody has come before this subcommittee 
to speak for it and it suggests a mystery as to why it was even put into 
the law. 

The House report talked about “equitable considerations” which led 
committee members to adopt the amendment, but the report does not 
state what those equitable considerations are. In fact, I was present at 
the meeting of the full House committee when this was added to the 
bill and there was hardly any discussion of what “equitable consider- 
ations” were, so wo can only speculate that the committee must have 
somehow felt it necessary to give preference to small awardees on the 
reasoning that the smaller the award, the smaller the company and 
therefore it helped the small businessman. 

A close examination on the facts, indicate this reasoning is fallacious, 
and, in fact, should the amendment pass, we believe the effect will 
be to create an inequitable situation. 
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Our specific, objections are these : 

First of all, those claimants qualifying as small businessmen have 
already received compensation for the full amount of their award. 

This was done in the legislation enacted in 1962. It fully compensated 
them, and therefore those who are small businessmen have been taken 
care of and so we wil 1 not address oursel ves to them. 

Second fallacy we believe is that small! claims do not denote small 
corporations. On the contrary, some of the smaller claims outstanding 
are held by companies such as Westinghouse, Borg-Warner, S. S. 

Kresge, and St. iidebaker- Worthington. These are distinguished cor- 
porations, hut. they are very large corporations. 

The third point is that enactment of the amendment will have the 
effect of reverse pro rata distribution. This amendment favors the 
small corporate awardee, who has, as I just said, not necessarily been 
a small company and lie gets awarded at the expense of the large 
awardee. Those corporations who have $50,000 or less outstanding will 
receive full compensation for their awards, while large awardees will 
have the amount available for pro rata distribution reduced by the 
amount awarded to the small claimants. 

Traditionally, when claimants face a situation in which insufficient 
amounts are available to satisfy all claims, the amount available is 
awarded on a pro rata basis. Under the proposed amendment, this 
approach would be overthrown. The inherent unfairness of the amend- 
ment is best summarized by Congressman Kuykendall’s remarks in 
his supplemental views to the House report. He said — 

Such a scheme cannot commend itself as good law or simple justice. It mast 
be based on the premise that the more one lost, the less entitled he is to 
reimbursement. 

1* ourth, this amendment, discriminates in favor of insurance claim- 
ants over manufacturing claimants and other companies. Total 
corporate awards, that is combining insurance and manufacturing 
corporations, amount to approximately $94.7 million. Of this, approx- 
imately $5.3 million, or 6 percent, constitutes awards to insurance 
companies. The remainder, approximately $80.4 million, or 94 percent, 
is attributable to manufacturing corporate claims. However, if the 
amendment is passed, insurance companies will receive about 20 percent 
of the benefits assuming $10 million remains for distribution. It is 
very difficult to discern how “equitable considerations” will he served 
when insurance companies will get disproportionate relief. 

I would add that this morning Congressman Eckhardt sitting in this 
chair noted that insurance companies were paid to take risks. I would 
ask if indeed the House committee felt that way, then I, for one, am 
at a complete loss why they would want to give these insurance com- 
panies a special break, which the McCollister amendment would 
indeed do. 

Both of these amendments are inequitable and ill-founded. The first 
amendment would benefit only a handful of individuals, while the 
second amendment provides discriminatory relief to those who have 
lost the least, over those who have lost the most. 

Perhaps most important though, Mr. Chairman, is that CPC asks 
that the continued legislative crippling of our claims should stop. 

The War Claims Act lias already established a string of precedents 
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lor priority of payouts ; first death and personal injury claims were 
given priority ; then small businesses ; later, religious, charitable, and 
nonprofit organizations ; and finally, in effect, all other small claimants 
up to $35,000 . , 

Whether some or all of these priorities have some merit is not the 
point, what is important is that the legislation now before you is not 
unique, but rather the latest in a succession of actions which have 
steadily undermined the ability of companies such as ours to obtain 
our rightful share of the limited funds available for recompense of 
our losses; losses which we suffered in the first place with the tacit 
consent of the U.S. Government. 

In light of these factors, CPC International urges that the sub* 
committee recommend against both the House amendments. 

We thank you for your attention and consideration, Mr. Chairman. 

Senator Burdick. Thank you very much for your contribution to- 
day. In this list of claimants I presume you start with the largest 
figure first and then go on down ? 

Mr. Mack. Yes, sir. 

Senator Burdick. You go down as the amount decreases ? 

Mr. Mack. Yes. 

Senator Burdick. You said that individual preferences will benefit 
only 43 individuals with 9 individuals getting the lion’s share. Now 
would those nine bo the first nine of the list ? 

Mr. Mack. Yes they are. They would receive, Mr. Chairman, in 
dollar totals, that is of the $5.o million total awards $3.6 million would 
go to those nine. 

Senator Burdick. I understand. I was just wondering if you started 
from the top on down and I presume it would be from the top on down ? 

Mr. Mack. Yes, sir. 

Mr. Westpiial. I just have a couple of questions. How many claims 
does CPC or Corn Products Co., have pending before the War Claims 
■Commission? 

Mr. Mack. Three. 

Mr. Westphal. And one was in the original awarded amount of 
•$15.3 million and another one was in the amount of $6.3 million and 
the third one was in the amount of approximately $800,000, is that 
not correct ? 

Mr. Mack. I think those are correct. Mr. Conafay has those but, yes, 
sir, that is substantially correct, totaling about $22 million in our net 
award. 

Mr. Westpiial. Bight, now those awards were made to CPC by 
the War Claims Commission after first deducting some $2,353,000 of 
tax benefits which CPC received ? 

Mr. Mack. That would be slightly more — I mean, there would be 
slightly more than that. Our gross award was $26 million. The tax 
"benefit was $4 million in round figures. 

Mr. Westphal. The $4 million was the tax benefit in round numbers ? 

Mr. Mack. Yes, sir. 

Mr. Westptial. Now on those three claims you have received as I 
understand it from your statement, approximately $14 million. Is 
that right? 

Mr. Mack. That is right. 

Mr. Westpiial. So out of $26 million worth of property you have 
received in tax benefits plus claims made some $18 million? 
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M r. Mack. That won Id be correct. 

Mr. Wksitjiai.. And the $14 million which you have received by 
virtue of the law has been exempt from all forms of taxation whether 
st is ordinary income or capital gains by virtue of you having reported 
-the tax loss benefit which you received? 

Mr. Mack. I would yield to Mr. Conafny on that question. 

Mr. Conafay. That is correct. 

Mr. Westfiial. I have no further questions. 

. M r - Conafay. I might point out there that I know that some of the 
individual claimants have said that they are not entitled to this tax- 
free income or their awards will be subject to taxation or may be 
subject to taxation, ami I will submit a memorandum concerning that 
opinion to the committee. 

Mr. Westpjtat,. Would you do so ? 

Mr. Conafay. Yes, sir. * 

Mr. Wektptiat.. And again these dollar values we are talking about 
are dollar values around i 939 or 1941 ? 

^ Mr. Mack. Well these assets were overrun at the end of World War 

Mr. Westpkat,. All right. And the $4 million worth of tax benefit — 
Yell, in other words, you have $4 million in taxes. What returns for 
what years was r,he $4 million saved in * 

Mr. Mack. 1941. 

Mr. Wkstphal. So the assets were at 1941 valuations and the tax 
dollars you saved were at 1941 valuations and the $4 million in 1941 is 
worth more than $4 mil ion today '? 

Mr. Mack. W : ell I might note that while that is true, Mr. Westphal. 
there is another aspect here which hasn’t been discussed. We talked 
about cash flow. Mr. Hoover talked about cash flow earlier. The 
entire basis of our award was the .physical assets. Most of our manu- 
facturing facilities were in Eastern Europe. This is a gigantic market 
which grew even more in the 30 years since and which would have been 
served by the Barbv plant. There is no way a dollar figure can be put 
on the market loss which would be attributed to that plant, but that 
would also have been worth vastly more than the $4 million then or 
now. 

Mr. M ESTPirAt. Did you reestabl ish any of these plants after World 
War II? 

Mr. Mack. Not in the East. We have plants in the West. We have 
plants m West Germany, but none in East Germany. 

. Mr. Wrstpttau. Tn reestablishing those plants, there has been a con- 
tinuing allegation here by some of the individual proponents of the 
House amendment that some of those governments made tax conces- 
sions when businesses were reestablished over there. Did you receive 
any such tax concessions for the businesses you did start? 

Mr. Mack. To the best of my knowledge,' no. 

Mr. Oonafay . We are unaware of any. That was a new argument 
that came up and we were just made aware of it today. I will look 
iuTo it. hut in talking to our tax counsel today he has been unaware of 
any we did receive. 

■Mr. Mack. We will doublecheck that, but to the best of our knowl- 
edge we have re.ceived none. 
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Senator Burdick. You made an interesting observation that the size 
of the claim didn’t necessarily reflect the size of the corporation. 

Mr. Mack. That is right. . 

Senator Burdick. Are there examples in this list of claims where 
the claim, let us say, of a small business corporation is larger than the 
claim of a large business corporation? 

Mr. Mack. I am sure— and it is very easy to go through this list— 
but I am sure you can find relatively smaller companies with larger 
claims than some of the large corporations. 

Mr. Plimpton. Mr. Chairman, Westinghouse has a $17,000 claim. 1 
think that pretty well answers that question. 

Senator Burdick. That is all, gentlemen. Thank you very much. 

Our next witness will be Mr. William Munroe, TJSM Corp. Welcome 
to the committee, Mr. Munroe. 

STATEMENT 0E WILLIAM C. MUNROE, JR., INTERNATIONAL 
COUNSEL, USM CORP. 

Mr. Munroe. Mr. Chairman, I am here in place of our general coun- 
sel, Mr. Robert Maynard who has been ill and is unable to come on 
doctor’s orders. He prepared our claim. He traveled through Germany 
and central Europe in the sixties putting this together and is cer- 
tainly the person most knowledgable of it. 

USM Corp. appears in the claim as United Shoo Machinery Corp., 
which was our name up until about 1968. . 

Now I will give you a little bit about the background of our claim. 
The losses were suffered primarily duo to damage to factories, ware- 
houses, and manufacturing equipment from air raids during World 
War II. As documented in our claim, the damage to the business pre- 
mises of some of our subsidiaries ranged to 90 percent of some build- 
ings. There were four separate companies involved, with three in 
Germany. Of these three, two were 100 percent owned subsidiaries and 
had been since the early 1900’s. The third in Germany was 79 percent 
owned at the time of loss and is now 100 percent owned. 

There w T as a small company in Denmark that suffered some losses 
that were covered by the War Claims Act. 

USM Corp. asked to testify today basically for two reasons : first 
because we read in the House testimony and again a point was mado 
this morning of claims that, the corporations had all received tax 
benefits. As I recite in our statement, our foreign claims settlement 
decision, W-21327 states: 

On the basis of the entire record, the Commission concludes that claimant is 
entitled to an award in the amount of .$5,231,219 for losses due to military opera- 
tions of war or special measures under Section 202(a) of the Act. Claimant has 
stated under oath that no tax benefit has been derived on account of the losses 
which are the subject of this claim. 

In support of that, Mr. Manard asked our independent auditors 
Coopers and Lybrand to determine and certify that we had received 
no tax benefit 'and by letter to Mr. Manard dated November 23 of 
1966, they wrote — and I will quote in part,, and if you want a copy of 
this I can get it for you — they wrote : 

In connection with your application for compensation under the War Claims 
Act of 1948 as amended for certain losses of real and tangible property in- 
curred during World War II you have asked us to make a limited review of 
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.your federal income tax returns and those of certain subsidiary corporations 
a.'r uic purpose of determining the amount, if any, of Federal tax benefits 
derived fiorn any deductions claimed for the losses for which you have filed your 


lliey then proceed to list our (foreign companies covered by the 
claims, the years which they reviewed which were 1938 through 1905, 
and then in their final paragraph stated : ’ 

Based upon this review we have concluded that in none of the years covered 
thereby did you or any of the domestic subsidiary corporations listed above 
lake any deduction or loss which relates to the investment in any of the for- 
•cign corporations listed above. Accordingly in our opinion neither you nor anv 
'■I said domestic subsidiary corporations has received any federal tax benefits 
in any of the above years wdth respect to the investment in such foreign 
-corporations. 

The other reason for appearing today was that in bringing this bil l 
to the attention of various Members of the Congress we received from 
one of them a copy of this memorandum, which I believe is the same 
one alluded to earlier entitled “Memorandum : Financial Condition of 
Individual Awardholders.” This memorandum recited I believe 12 
eases and not. the 1 1 that was alluded to earlier, and says in part, with- 
out referring to any of the named individuals, but reads: 

„ T, l e following are specific examples illustrating the financial condition of 
the individual awardholders under the War Claims Act of 1948 and the fol. 
lowing cases are typical. 

After reciting the cases it says : 

The above cases are generally typical of the entire class of award holders 
Most of these individuals are elderly persons beyond their productive years: 
ami have few sources of income, and many do not qualify for substantial social 
security payments because their productive years were spent out of the U.S. 

It finally concludes : 


Enactment of S. 1728 would provide for many of them a financial state adequate 
to support them in their declining years. 

And we wish to bring that to the attention of the committee, 
if it has not already been brought to their attention, that of the per- 
sons listed eignt will already be fully compensated under the $24,000 
tiiat they will receive under the present law and the implication it 
appeared to us was that they needed this amount to he compensated 
and that is not the case. 

Senator Burdick. Does that paper show the 11 you are referring 
1 1 it 

Mr. Mifnrok. The document, lists 12 persons and if you take these 
1- persons and then look at pages 32 to 37 of the committee hearings 
before the House, you will sen that most of these individuals have— 
well, in one case as little as a few hundred dollars to recover, which 
would be more than covered by the $24,000 payment. 

Senator Bttrdicic. 1 mean did that memorandum show the names of 
the 11 people? 

Mi. Mi xrof;. Tes, sir, it does have the names. Would you like a 
copy i 

Senator Bitf.dtok. Would you mind putting a star beside those that 
will have been fully paid before you submit it ? 

Mr. Mi yitoi. Certainly. They have not been fully paid. They will 
be fully paid with the $24,000. 


Approved For Release 2001/08/29 : CIA-RDP75B00380R000500380003-7 



Approved For Release 2001/08/29 : CIA-RDP75B00380R000500380003-7 

9:1 


► 




Senator Burdick. Before you submit it to the desk up here, would 
you do that so we can see it ? 

Mr. Munroe. Yes. 

; In summary, sir, wo believe that every justifiable preference for 
individual and small claimants has already been granted and prefer- 
ences which would be granted under the proposed amendments are 
for the ; reasons stated inequitable to USM Corp. and its shareholders 
and it should therefore be opposed. 

[The prepared statement of William Munroe follows :] 


Statement or William C. Monroe, Jr., on S. 1728 at a Hearing Held by 
tiie Senate Committee on the Judiciary 


Mr. Chairman: USM Corporation is a United States corporation having a 
remaining unpaid award of just over two million dollars under the War Claim 
Act, of 1918, as amended. Until 19G8 we were known as United Shoe Machinery 
Corporation, and it is in that name that our claim and award appear in the 
records of the Foreign Claims Settlement Commission. 

' USM’s. award arises out of its share ownership in three German and one 
Danish subsidiary. In three of these cases the ownership was, and remains, one 
hundred per cent. In the fourth, the ownership at the time of loss was 79%, 
lmt is now 100%. In each case, USM has owned these companies since the 
early 1900’s. 

The losses suffered were primarily damage to factories, warehouses, offices 
and manufacturing equipment from air raids during the War. As documented 
in roll's claim, damage to the business premises of USM’s subsidiaries ranged 
up to 90% of some buildings. 

Proponents of the preference for individual claimants over corporate claimants 
have made much of the tax benefits received by the corporate claimants under 
Section 127 of the Internal Revenue Code. 

USM Corporation received no tax benefits under this or other Sections of 
the Code, because USM at no time deducted its losses in these subsidiaries. USM’s 
Foreign Claims Settlement Decision W-21327 states : 

"On the basis of the entire record, the Commission concludes that claimant is 
entitled to an award in the amount of $5,231,219 for losses due to military opera- 
tions of war or special measures under Section 202(a) of the Act. Claimant has 
stated under oath that no tax benefit has been derived on account of the losses 
which are the subject of this claim.” 

The validity of USM’s statement under oath has been verified by independent 
auditors, Coopers & Dybrand. 

USM' Corporation did not appear in opposition to the 1970 amendment to the 
War Claims Act which assured all claimants an additional $24,000 or full payment, 
whichever was less. The 1970 amendment would provide full payment for 144 of 
the 1S7 individual claimants who still have unpaid balances. USM strongly believes 
that no basis has been shown for now further amending the' law to provide an 
absolute preference for the remaining 43 largest individual claimants over C.S. 
corporate claimants. 

Furthermore, from the statistics set forth oh pages 32-37 of the Hearings held 
November 7, 1973, before the Subcommittee on Commerce and Finance of the 
Commerce Committee of the House, it would appear that of these 43 individuals, 
payment in full of the remaining balances of the five largest individual claims 
would total almost 2.3 million dollars. 

USM has seen no persuasive reasons for granting preference to such sub- 
stantial individual claimants over U.S. corporate claimants. 

USM Corporation has been in existence since 1899. The large majority of its 
shareholders have during that time been' U.S. citizens and for many years It 
has encouraged share ownership by its employees and through direct 'and in- 
direct. ownership a substantial percentage . of USM’s present and retired 
American employees are shareholders of this Corporation. 

We. believe that every justifiable preference for individual and small claim- 
ants has already been granted and that the preferences which would be granted 
under the proposed amendment are, for the reasons stated, inequitable to USM 
Corporation and its shareholders, and Should therefore be opposed. 

Thank you, 

William C. Munroe, Jr., 

International Counsel. 


44-526 — 75 7 
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Memorandum : Financial Condition of Individual Awardholders 

The following are specific examples illustrating the financial condition of the 
individual awardholders under the War Claims Act of 1948. The following cases 
are typical. 

Lilli Bernstein of New York City is a widow 78 years old. The firm of which 
her husband was a partner is in bankruptcy and the vast, majority of her 
previous reccveries under the War Claims Act have gone to .pay creditors. She 
lives on the balance of her award in a small apartment The unpaid balance 
of her award is $393,000, payment of which would make her financially secure. 

Ulrich Strauss of Los Angeles is in his 70’s and works as a short order cook. 
His income is let* than $5,000 per year. The unpaid portions of his two awards 
total about $300,000. 

Siegfried Aram* of New York is 81 years old and has an income of about 
$3,000 per year. While the unpaid portion of ihts award Is quite small, any 
amount, he can recover would he an important addition to his meager income, 

Herbert Jewell* of hong Island City, New York, is an elderly man with an 
income of about '$5,800 per year. Payment of his $24,000 award would make a 
substantial difference in his financial condition. 

Eli Trockenheim of Brooklyn, New York is 80 yea in old and lives With his 
ailing wife on an income of $9,000 per year. Much of his income goes to meet her 
medical expenses!. Payment of their $43,060 award Would be of enormous benefit 
to the couple. 

The Bell family* of San Francisco consists of 10 children of Edward Be]!. All 
of them were interned in a Japanese concentration camp during the war. While 
llieir incomes vary, all are modest, and payment of their relatively small awards 
would be a significant benefit to them. 

Helen AMngtort* of New York is a 78-year-old widow living on small Social 
Security payments. Since the bulk of her husband’s career was spent in Germany 
the Social Security payments she receives are very small. Mrs. AUington is ill, 
and- payment of her $7,000 award would help her greatly. 

Ernest T, orman* of New York lives on a small income. Though both he and 
his wife are past 70, both still hold jobs to support themselves. Their 314.001 
award substantially exceeds their current combined Incomes. 

Ernst Rathamv * nephew of the German minister who signed the Versailles 
Treaty ending World War I, lives in New York on an income of about $9,000. 
Mr. Rafhanau is elderly and has relatively few productive years ahead of him, 

Adele Getter* is oyer 1*0 years old and lives in a nursing home. Payment of 
her $19,000 award would alleviate the financial burden of maintaining her in 
the home. 

Carla Palm* ot Fort Thomas, Kentucky is SI years old and an invalid requir- 
ing constant care. Payment of her , $25,900 award would help pay the heavy cost 
of this care. $24,165.34 ($165.34) will remain unpaid. 

Ernest Herman of Los Angeles Is a wealthy man who does not. require pay- 
ment of his award in order to live comfortably. He has supported the effort to 
pass S. 1728 primarily because he believes than the principle of S. 1728 is sound 
and that these individuals, many of whom he has come to know, are deserving 
of thxsrelief andlieed it badly. 

The above cases are generally typical of the entire class of individual award- 
holders. Most of these individuals are elderly persons beyond their productive 
years and have few sources Of Income. Many do not qualify for substantial 
Social Security payments because their productive years were spent outside the 
United States. The fruits of their labors were lost in the war and are the basis 
of their War Claims awards. Enactment of S. 1728 would iprovlde for many of 
them a final financial stake to support them in their declining years. 

Senator Buruiok. Is that your statement then ? 

Mr. Mctnroe. Yes. 

Senator Burdick. All right. Thank you very much. Can you ex- 
plain, Mr. Munroe, the reason why TTSM did not take, a tax loss in 
the ’40’s when the property Was lost or destroyed 1 

Mr. Monroe. Sir, wo tried to determine that. We were unable to. 
The best conclusion that we were able to reach was that we had owned 

♦These individuals -will be fully paid under the present law providing' an additional 
$24,000 or remaining nnpaid award, whichever is less. 
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these properties going back prior to World War I and we had gotten 
them back after World War I and we think we must have assumed we 
were going to win this one also and we kept them on the books. We 
did not take a tax loss for them. 

< That may seem inadequate, but that is the only thing I can — well, 
we have been unable to determine really why they did not take a tax 
loss at that time. There was basis and it could have been done. 

Senator Burdick. If we assume under any formula of priorities that 
TJSM wiE never receive 100 percent payment of claims of $5.2 million, 
could it claim a tax loss in the year in Ayhich the Claims Commission 
makes its final payment leaving a balance due and owing on your 
claim? 

Mr. Munroe. I am not a tax attorney, sir, but I don’t believe that 
we could. 

Senator Burdick. In other words you would suppose that if $2 
million was paid out of the $5 million claim you could not claim the 
$3 million at that point ? 

Mr. Munroe. I don’t believe that we could, but, as I say I am not a 
tax attorney. 

Senator Burdick. If you find to the contrary, would you let us 
knoAv? 

Mr. Munroe. Yes. 

Senator Burdick. After the award did USM reactivate these three 
Berman and one Danish subsidiaries ? 

Mr. Munroe. They did, sir. 

Senator Burdick. They are operating ? 

Mr. Munroe. They are operating now and we have rebuilt them. 

Senator Burdick. In doing so did you receive any concessions, either 
tax or otherwise, because of the loss sustained in the Avar ? 

Tvr J^ 6 could filld no tax benefits that we received. Mr. 
McClellan I believe this morning alluded to something called the 
equalization of burdens taxes, which were payments required from 
corporations to be made to the Government of Germany by German 
corporations and it is my understanding that we did make such pay- 
ments, but Ave did recewe no benefits. 1 ' 

Also as for just taking deductive losses, in reviving the financial 
statements of those companies for those years, it would appear to us 
at a ! oss during the years immediately subsequent to 
World War II and therefore didn’t have profits against which we 
could take such losses. ! 

[Ed Note. The following is Mr. Munroe’s response to the tax infor- 
mation request by the subcommittee.] 

USM Corporation, 

Hon. Quentin N. Burdick, 6, WU,. 

TJ.S. Senate, 

Senate Office Building, 

Washington, D.C. 

Dear Senator Burdick : In my testimony last Tuesday afternoon in opposition 
to granting additional preferences to individuals as proposed by S. 1728 (amend- 
tae , Wa r T Claims Act of 1948), I stated that USM Corporation h“d re- 
ceived no Federal Income Tax benefit from the losses it suffered due to damage to 

and loss of property of its German subsidiaries in World War II 

Following my testimony, you inquired whether USM would be able to obtain 
any tax benefit from these losses In the event -that USM was unable to recover 
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rlic full amount of its foreign claim award. I advised you that 1 did uot see fiat 
it could but I was not a tax specialist, and you asked that I verify this. 

I have, since reviewed the matter with our Tar Counsel, and I am assured that 
it is much too late to take a deduction for the original loss, that we cannot at 
any time take any deduction for the difference between our award and such lesser 
amounts as we receive, and further, that all amounts received by USM under 
the award are subject to Federal Income Tax. 

1 wish to take ;his opportunity to express ray thanks to the Committee on 
behalf of USM Corporation for the opportunity to be heard on this matter. I 
have not previously had occasion to testify before a Senate Committee and 
I was most impressed by the willingness of both you and Senator Fong to devote 
the better part of a day to serious consideration of this rather complex matter, 
which, though important to us, undoubtedly constitutes sucli a minor part of 
your concerns. 

Sincerely yours, 


William C. Munroe. Jr. 


•Senator Burdick. Any questions? 

Mr. Westphal. I don't know whether they are questions, but I would 
like to clear up one thing for the reeord, Mr. Chairman. Several of 
the witnesses have made reference to various memorandums that were 
circulated. I think the record should show or will show that the 
memorandums, which Mr. Munroe has referred to, whicli contains the 
JW?ne of iq of the individual claimants by name and which you are 
markino- up to show which eight will be paid in full, was prepared by 
and included in a brochure that was prepared by attorneys Crolius 
and Green wold on behalf of individual claimants as a group and 
at memorandum mav have been submitted by them directly to every 
Member of the Senate or every member of the full committee as far 


Vs f ; „. as the staff of this ad hoc subcommittee is concerned, Senator, 
the only memorandums that were submitted for perusal for the three 
members of the ad hoc subcommittee were these : One was a memoran- 
dum entitled “Summary of Arguments” in favor of the House amend- 
ments to S 1728, which was copied or Xeroxed from the presentation 
1T i :1 de bv Crolius and Greenwold on behalf of the individuals; and 
the. other memorandum was a memorandum prepared by CPC Inter- 
national, which seemed to the committee staff to summarize the con- 
tor ti caw made by corporate claimants as a group and for the purpose 
of t i u > record I would a • this time ask that both of these memorandums 
bo, made a part of the record so that ail persons involved could see 
that staff attempted to make a fair presentation to the three members 
of the ad hoc committee by submitting summary arguments made on 
behalf of both individuals and corporations. 

If that could be marked as a committee exhibit and received., I 
would appreciate it. 

Senator Burdick. That will be received, 
j The memorandum referred to follows :] 


Committee Exhibit 1 


short summary of arguments in favor of the house 

AMENDMENTS TO S. 1128 

1. Individual awards are based on the loss of homes, personal be- 
lo it wings and small family businesses. In most cases, the individuals 
lost/ all they had. The corporate awardliolders are almost exclusively 
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large multinational corporations that lost only a small fraction of their 
total assets. The corporations suffered losses, but the individuals 
suffered disasters. 

2. The corporate awardholders have taken more than $35 million in 
tax deductions as a result of their losses and have had the use of the 
money they saved for over 30 years. A thorough and diligent search has 
disclosed no individual shareholders who took tax deductions. Cor- 
porations have therefore recovered a much higher percentage of their 
losses. (A detailed memo on this subject is attached at tab I).) 

3. The majority of individual awardholders are elderly persons. 
Many of them live on small fixed incomes and receive little in the way' 
of social security payments since their productive years were spent 
abroad. Their war claims awards represent a final financial stake to 
support them in their declining years. (A detailed memorandum on 
this subject is attached at tab C.) By contrast, at least 96 percent of 
the unpaid corporate awards are held by large companies whose stock, 
or whose parent company's stock, is traded on the New York or Ameri- 
can Stock Exchange. All small business corporations have already been 
] and in full under a previous priority. 

4. Granting priority to individuals would reduce the amounts avail- 
able to corporate awardholders by only about 5 cents on the dollar. 
By contrast, the failure to give individuals a priority would result in 
a permanent loss to individuals of about 70 percent of their unpaid 
awards. Under existing law, corporations would receive about 93 
percent of all pro rata payments and more than 83 percent of all pay- 
ments to corporate awardholders would go to the 13 largest corporate 
awardholders. 

5. Many corporate awards are held by corporations that acquired 
the stock of the company that actually suffered the loss many years 
after the loss was incurred. In some cases, the acquiring corporation 
paid litle or nothing for the stock of the company suffering the loss. 
Recovery by such acquiring corporations would be a total windfall 
to these corporations. The individuals are the very persons who suf- 
fered the losses, or, in some cases, the children of “those who suffered 
the loss. In all cases, the individual awards have remained in the 
family. 

6. Corporations received large tax and other benefits from foreign 
governments in compensation for their losses when they reestablished 
their operations abroad after the war. Individuals received no such 
benefit. 

7. In order to receive an award, claimants had to provide documen- 
tary proof of their ownership of the property that had boon lost. Many 
individuals lost their documents in the war. U.S. corporations, which 
maintained extensive records in this country, were able to document 
a much greater percentage of their losses and hence received awards 
to cover a larger portion of their losses. 

8. All individual awardholders are U.S. citizens. Many of the stock-, 
holders of the corporate awards are foreign nationals. The basic theory 
of the War Claims Act is to compensate U.S. citizens. The priority for 
individuals furthers that purpose. 

9. S. 1728, as amended, passed the House by a vote of 368-17. 
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MI'.irOR \N1)UM EE : WAR CLAIMS ACT AMENDMENTS 

Summary : 

It is suggested, that because of the reasons outlined in this memo- 
randum the Senate reject the amendments proposed by the House. 
In the alternative, we suggest that the issues are of sufficient import 
to warrant at least a hearing by the committee, before resolution. 

Background: 

The War Claims Act (50 U.S.C. app. 2017) was enacted to pay awards 
to those Americans who lost their lives and had property destroyed 
in enemy lands during the Second World War. As the law presently 
stands, all awardees (both individuals and corporations) are to be 
paid up to $35,000, or the amount of their award, whichever is less. 
All awardees (with a few exceptions 1 ) have been paid at least $11,000 
of their award. In fact, as will be shown later, some awardees have 
received in excess of $100,000. In any case, awardees can expect to 
receive an additional $24,000 (or the full amount of their remaining 
claim, if their award does not total $35,000) before pro rata distribu- 
tion begins. 

Proposed legislation : 

Senate bill 1726 (S-1728) was passed by the Senate last year con- 
taining but one section, which increased payments to American civil- 
ians held as prisoners of war during the Vietnam conflict. The House 
Commerce Committee then adopted amendments which were passed 
by the House in July 1974. The House amendments proposed: 

(1) That, all individual awardees receive the full amount of 
their award prior to any funds being distributed to corporate 
awardees; and 

(2) That before pro rata distribution shall take place among 
corporations, all corporate awardees shall be paid $50,000, or the 
full amount of their award, whichever is less. 

D isrmssion 

REASONS WIIT AMENDMENT — WHICH GIVES INDIVIDUAL AWARDEES PREF- 
ERENCE OVER CORPORATIONS-— SHOULD NOT BE ENACTED 


1. No legal precedent 

Under present, law, there is no legal precedent, which places individ- 
uals on a separate and ligher footing than corporations. On the con- 
trary, the law of bankruptcy, corporate liquidations, commercial 
cred it, et cetera, places corporations and individuals on an equal foot- 
ing. That is, where inadequate funds remain to satisfy all claims, the 
funds are distributed pro rata to those claimants with the greatest 
claim. Xo distinction is made as to whether the claimants are individ- 
uals or corporations. 

The instant case should provide no rationale for exception. In fact, 
establishment of such a priority could prove a dangerous precedent; 
particularly in light of similar claims which may arise out of national- 
izations in Cuba, et cetera. 

' Some awardees, those who suffered physical Injury, small business claimants, and 
eleemosynary institutions, have been paid In full. 
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2. Only 1$ individuals will benefit by enactment of this amendment 
Enactment of this amendment will benefit only 43 individuals. All 
other individual awardees will receive the full amount of their award, 
when under the present law, distribution of $24,000 is made. Many of 
the remaining: 43 claimants who will not. receive the full amount of 
their award are wealthy individuals who cannot be considered to be 
living under “necessitous circumstances.” far fact, even a cursory review 
of. the statistics filed by the Foreign Claims Settlement Commission 
(see page 35 of the House hearings) shows that many of these individ- 
uals have already been compensated to a large degree. For example: 

(1) If the present law granting $24,000 per claimant is allowed 
to stand, the average amount received by the 43 claimants will 
be in excess of $200,000 apiece ; 

(2) If the present law granting $24,000 per claimant is allowed 
to stand, 16 of the 43 claimants will have been awarded in excess 
of $200,000 apiece ; 

(3) If the present law granting $24,000 per claimant is allowed 
to stand, 41 of the 43 claimants will have been awarded in excess 
of $100,000 apiece ; 

(4) Finally, if the amendment is allowed to pass, 9 of these 43 
claimants will take a lion’s portion of 62 percent of the individual 
awards. 

In light of these statistics, it is difficult to justify that individuals 
should receive preference over corporations. 

S. It would be wrong to enact preferential rights for individuals be- 
cause of alleged fax benefits received by corporations 
Some individual claimants argue that an injustice exists in that 
corporations received tax deductions for their war claims while in- 
dividuals did not. Therefore, they argue, tliis injustice should be 
remedied by giving individual claimants a priority to the moneys 
available- — the war claims fund. 

We refute this argument as nonsense. A review of the facts show 
that some corporations did not get any tax deductions for their war 
claims. And while other corporations did obtain tax benefits, these 
benefits were deducted, from, the awards granted by the Commission., 

In other words, all present corporate awards are net of tax benefits. 
There has been no double benefit as implied by some individuals. 

REASONS WIIY AMENDMENT — WHICH ALLOWS $50,000 FOR EVERY CORPO- 
RATE CLAIMANT OR AMOUNT OF AWARP, WHICHEVER IS LESS— SHOULD BE 
REJECTED 

111 its report, the House committee reasoned that “equitable con- 
siderations” led the committee members to adopt the amendment. 
However, the committee report did not explain “equitable considera- 
tions” and, therefore, we can only guess at why the committee felt it 
necessary to give preference to small awardees. Nevertheless, it seems 
reasonable to assume that the committee reasoned: “The smaller the 
award, the smaller the company. Therefore, to help the small business- 
man, we will give him preference, on his claims.” A close examination 
of the facts, however, indicates that this reasoning is fallacious ; and 
in fact, should the amendment pass, the effect -would be to create an 
inequitable situation. 
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Specifically, we object to the amendment on three grounds. They are : 

1. Those claim. ants qualifying as small businessmen have received com- 
pensation for the full amount of their .award 

It is important to remember that the War Claims Act has already 
made provision for small business claimants under section 2017-1 (50 
App. TJSCA 2017). Those claimants qualifying as small businessmen 
( along with charitable nonprofit organisations) received compensation 
for the full amount of their claim. Secondly, some of the smaller out- 
standing claims are held by such corporate giants as Westinghouse, 
Borg-Wamer., S. S. Ivresge, and Studebaker-Worthington. Our point 
is this : The amendment does not actually fa vor the small businessman. 
The truly small businessman has already been compensated for his loss, 
and furthermore, some of the claimants who will benefit the most by 
passage of the. amendment are not small corporations, but on the con- 
trary, are very large. 

3. The proposed, amendment discnminates against manufacturing cor- 
porations , in favor of insurance companies 

To illustrate this point, consider the following statistics : 

Total corporate awards (combining insurance and manufacturing 
corporations) amount to approximately $94.7 million. Of this, approxi- 
mately $5.3 million, or 6 percent, constitutes awards to insurance com- 
panies. The remainder, approximately $89.4 million, or 94 percent, is 
attributable to manufacturing corporate claims. However, if the 
amendment is passed, insurance companies will receive 20 percent of 
the fund’s moneys, assuming $10 million remains for distribution (see 
app. A). It is difficult, in view of these statistics, to discern how 
“equitable considerations” will be screed when the amendment ob- 
viously benefits insurance companies to the detriment of manufacturing 
coporations. 

3. Enactment of the ame.ndment will give preference to those corpora- 
tions who have lost the least, over those corporations who have 
suffered the most 

This amendment favors the small corporate awardee, at the expense 
of the large awardee. Those corporations who have $50,000 or less will 
receive full compensation for their award, while large awardees will 
have the amount available for pro rata distribution reduced by the 
amount awarded to the small claimants. Traditionally, when claimants 
face a situation in which insufficient amounts are available to satisfy all 
claims, the amount available is awarded on a pro rata basis. Under the 
proposed amendment, this approach would be overthrown. The in- 
herent unfairness of the amendm ent is best summarized by Congress- 
man Kuykendall’s remarks in his supplemental views. He said : “Such a 
scheme cannot commend itself as good law or simple justice. It (this 
amendment) must be based on the premise that the more one lost, the 
less entitled he is to reimbursement.” Obviously, this is an inequitable 
proposal . 

In summary, then, we feel that the amendment is patently inequitable 
because it does not necessarily help the small businessman; it dis- 
criminates in favor of insurance companies, and it overthrows the nor- 
mal priorities by compensating one who has lost the least, before com- 
pensating those who have lost the most. 
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Senator Btjkdick. This is not a court of law, but we are trying to get 
tlie exhibits pretty well identified here. Any more questions ? 

Mi\ Westpiial. No, I have none. 

Senator Burdick. Well, thank you very much. 

The next and I believe the last witness is Mr. Thomas Davenport, 
corporate counsel for Bucld Co. 

STATEMENT OF THOMAS DAVENPOET, C0EP0EATE COUNSEL, BUDD 

CO., ACCOMPANIED BY EICHAED TOWSLEY, MANAGES, TAX 
ADMINISTEATION 

Mr. Davenport. This is Mr. Towsley who is our tax expert, and 
he is with me in case you have some questions that he can fill in, sir. 

Senator Burdick. All right. I might ask him a question right now. 
Mr. Towsley, suppose after the fund is liquidated and we find out 
that company A has only been paid half of the claim and there is 50 
percent of the claim unpaid. Now, at that point could a corporation 
■claim any kind of a tax loss ? 

Mr. Towsley. No, there would bo no loss deduction available for 
that difference. There might conceivably be a loss of liquidation meas- 
ured by the difference between the cost of the subsidiary and the as- 
sets received, whatever they may be, if the company were less than 
80-percent owned. That is all. The answer to your question is no. 

Senator Burdtck. Well, I carry some low-priced stock with the ever- 
present hope that some day it may do something. Five years from 
now I may decide to call it worthless. I have the option at that point, 
haven’t I, to declare a loss ? 

Mr. Towsley. As an individual, as a shareholder, if your stock 
becomes worthless, this is a capital loss, yes. 

Senator Burdick. But you can’t use the same, argument with the 
war claims? You always have hopes that they might be paid in full? 

Mr. Towsley. Yes, but I know of no provision in the law which 
would permit you to take a deduction for the amount of the claim 
specifically. 

Senator Burdick. All right. Thank you very much for the pro- 
fessional opinion. You may proceed. 

Mr. Davenport. We have presented a copy of our statement so I 
won’t proceed to read it, but I would like to emphasize a few points. 
We arc representing the Budd Co., and the Budd Co. has some 23,- 
000 shareholders and some 18,000 employees, and all of them and us, 
too, are interested in the House amendments. We arc primarily an 
automobile parts supplier. We are, along with the industry, having 
problems and facing a liquidity crisis. Any further payment on this 
award is of great importance to us. 

We are here to say that we believe the proposed amendment is un- 
fair because on the one hand it proposes to distinguish treatment of 
a class of individual claimants from the class of corporate claimants 
which amounts to an ultimate denial of the balance of the corporate 
claims, but on the other hand, the proposed amendment would ignore 
distinct differences within the class of individuals and within the class 
of corporate claimants. We believe that the only equitable alterna- 
tive to pro rata payments would he to give separate consideration 
to the situation of each claimant. Conversely, we do not believe that 
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all corporations should be penalized as a class because some received 
major tax bene, Ills or were otherwise able to reduce the effect of their 
losses. 

Significantly the "Budd Co. did receive a tax benefit but the award 
was in the order of $2,860,000. The fax effect was $16,300.58. This 
is less than 0/10 of a percent of the recognized loss. 

The tax treatment of the Budd Co. was dictated by the subsidiary 
structure of the investments in prewar Germany. We can’t, exactly 
tell you the reason why no greater tax effect Was available, but wo 
can assure you that that was the total tax effect of the war loss. There 
was no further significant tax consideration until Budd finally dis- 
solved the subsidiary structure some 30 years later. 

In 1971 the, Budd Co.’s corporate income tax was reduced by a:i 
amount equivalent to 30 percent of the unpaid balance of the award. 

It is significant, however, that that 30 percent will he reassessed when- 
ever and to whatever extent Budd receives a further payment on the. 
balance of the award. 

Concerning the statement made on page 20 of the hearing of No- 
vember 7, 1973, which indicated a typical corporation with a war loss, 
of $1 million would receive some 90 percent of its loss in tax benefits. 

Well , we fail to find any way of identify i ng Such a typical corporation. 
Certainly the Budd Co. is not such a corporation. We don’t believe that 
that median corporation exists. 

We have put in some of the statistics in our formal statement as to 
that, but I don’t, think I need to repeat them. I would just like to say 
that we have no objection to a small claim preference on a level to 
be determined by Congress. It has already fixed it at $35,000, but we 
think the proposal to give individuals full priority clearly constitutes 
an unfair and unreasonable preference. We have knowledge only of 
the Rudd Co.’s: situation specifically as to this. 

Mr. Chairman, we had insignificant tax benefits, and we have reason 
to believe that many other corporations also have not realized the 
significant benefits that are attributed to their situation. 

We respectfully oppose the amendments and are willing to answer 
any questio ns you may have. 

Senator Btjrmgk. Thank you very much for your contribution. Any 
questions ? 

Mr. WawiTTrAr. T just have a couple, Mr. Chairman. Your statement, 

Mr. Davenport, says that in 1971 the Budd Co’s corporate income tax 
was reduced by an amount calculated at 30 percent of the unpaid 
balance of the. award, that is, the award of $2.8 million. Now I under- 
stood the chairn an to ask Mr. Towsley, your tax counsel, whether 
it was possible to claim a tax loss at such time as the War Claims 
Commission determines that they have made their final payout and 
there is no mom money to be paid out, and here you are, under the 
chairman’s example, with an unpaid claim of $3 million and he asked, 
assuming you h$,d been carrying that claim as an asset on your books, 
could you then write that off. Mr. Towsley told the chairman that you 
couldn’t, yet in 1.971, apparently a loss was taken for some assets that 
wore destroyed back during 1939 to 1945. Could either you or Mr. 
Towsley explain that ? 

Mr. I)AVF,NroiiT. We would like to. I should have perhaps given some 
more detail. We had a manufacturing facility in what became East 
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Berlin. It made automobile stampings and made automobile bodies as 
such. We lost all of that production facility. There was left a corporate 
shell that had some patient properties, and that corporate shell was 
continued. Then eventually the corporate shell was liquidated. At the 
time of the liquidation it was necessary for us to show that we had 
received this war claim award. 

Mr. Westtiial. In other words what you are saying is that the 
amount you had received up to 1971 on your claim of $2.8 million had 
to be taken into account when you determined wdiat loss you had 
sustained by liquidation of one of your wholly owned subsidiaries. Is 
that about what you are trying to tell me ? 

Mr. Daventokt. That is about it. 

Mr. Wkstphal. Is that essentially it, Mr. Towsley ? 

Mr. Towsley. That is essentially it. The question I believe from 
Mr. Burdick was, could we take a loss when the claim against the 
War Claims Commission became worthless and the answer is that no 
we could not. 

In this case we had a subsidiary and that subsidiary domestically 
owned the foreign subsidiary. The foreign subsidiary Ambe Budd did 
survive the war although it had nothing left. It was continued in busi- 
ness, but not as an operating company. When it continued in business, 
it collected some royalties and so forth. Eventually 30 years later that 
foreign subsidiary Ambe Budd was liquidated. When it was liquidated, 
wo received some $27,000 as our share of the assets in liquidation. That 
was all. Our loss, which we deducted at that time as a capital loss, is the 
loss resulting from the liquidation of an investment in stock of a 
foreign corporation. 

The loss is measured as the difference between our investment costs 
and that $27,000. There is one more point I wish to make. The point 
I wish to make is that the $1.7 million payment on our award did not 
come home tax free. It was treated by the Internal Revenue Service as 
a reduction of the basis of our investment. 

Mr. Wes'itiial. In the return that you filed for the taxable year 
1971? 

Mr. Towsley. Yes. 

Mr. Westphal. All right ; now then, as I understand what you have 
explained to me, it is that you had a wholly owned subsidiary that you 
carried on the books of USM as having certain value 

Mi 1 . Towsley. The Budd Co. and not IJSM. 

Mr. Westphal. Excuse me, the Budd Co., as having a certain value. 
Now when that wholly owned subsidiary was liquidated 

Mr. Towsley. Not wholly owned, sir. 

Mr. Westpiial. In which you had an interest. 

Mr. Towsley. Yes. 

Mr. Westphal. Now when that was liquidated, you received $27,000 
from the liquidation? 

Mr. Towsley. Yes. 

Mr. Westpiial. You had been carrying your stock ownership on 
your books at a higher value ? 

Mr. Towsley. No, sir; we get a little bit more complicated here. 
The investment had disappeared from the books back in the 1940’s. 

I can go into more detail if need be — — 

Mr. Westphal. No. 
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Mr. T owsley. But there was no investment whatsoever on our bocks ; 
however, the tax basis is a matter of record entirely apart from what 
we had on our books. We had a tax basis of $2.7 million, which is 
coincidentally about the same as the amount of the award. 

Mr. Westpjhal. So that here v r e have the situation you just ex- 
plained to us which is a situation where one corporation owned part 
but not all of the shares of stock of another corporation and whether 
it carriod.it on its books as having a value or not, it nevertheless had 
an acquisition cost basis which for tax purposes would allow you to 
claim a tax loss at the lime you received only $27,000 hi liquidation? 

Mr. Towsley. That is correct. 

Mr. Wekttiial. Were you present in the hearing room when I was 
trying to determine what the cost basis v T as of Shanghai Power Co. 
as acquired by Boise Cascade? 

Mr. Towsley. Yes, sir. 

Mr. Westphal. Would you care to present an opinion as to whether 
the tax treatment you received might be available under the same 
provision of the Internal Revenue Service to Boise Cascade in con- 
nection with this Ebasco matter? 

Mr. Towsley. I don’t believe I can give any opinion or any com- 
ment on the Boise Cascade situation. It appeared to be a rather com- 
plicated and complex merger situation involving exchanges of stock 
and groups of assets, er. cetera. I could say nothing further on that. 

Mr. Westphal. Thank you. I have nothing f urther. 

Senator Btjeeick. Thank you very much. 

{The prepared statement of Thomas Davenport in full follows :] 

Testimony of Tiiomas I. Davenport 

My name is Thomas I. Davenport. I am Corporate Counsel for The Budd Com- 
pany. Troy, Michigan. Mr. Richard F. Tousley, our Manager, Tax Administration, 
al l ej a-esents The Budd < iompany. I have a vei y short statement ; Mr. Tousley is 
pi \ uire ! to give more details and we are both ready to answer any questions. 

W'u appreciate the opportunity to give the viewpoint of one corporation in 
opposition to any unfair discrimination among claimants. There are some 18,000 
employees and some 23.000 shareholders receiving our newsletters, all having an 
interest in the health and assets of The Budd Company. Though perhaps better 
known ’nr its railway passenger cars, 80% of the Company’s production is for 
the- automotive industry. 

We believe the promised amendment is unfair because, on the one hand, it 
pr oi mges to distinguish treatment of the class of individual claimants from the 
cla -M ox corporate claimants, amounting to an ultimate denial of the balance of 
the corporate claims. On the other hand, however, the proposed amendment 
ignores distinct differences within the class of individual and within the class 
of . orporate claimants. The definition of but two classes appears to us to create 
greater rather than lesser inequity. 

We believe that the only equitable alternative to pro rata payments will he 
to give separate consideration to rhe situation of each claimant. If there still 
remain special hardship cases, they could he singled out rather than being obvi- 
ated by class treatment. Conversely, we do not believe that all corporations 
should he penalized ns a c ass because some received major tax benefits or were 
otherwise able to palliate their losses. 

The original award to The Budd Company teas $2,860,363.85. Tt was reduced 
by $16,300.58, the total of all realized tax benefits. That $16,000 tax effect was 
less than 0.6% of the recognised loss. Tax treatment of The Budd Company was 
dieated by the subsidiary structure of its: investments in pre-war Germany. There 
was no significant tax effect until Budd finally dissolved the subsidiary struc- 
ture thirty years later. In 1971 The Budd Company’s corporate income tax was 
reduced by an amount calculated at 30% of the unpaid balance of the award. 

Please note, however, that the 30% will he reassessed whenever and to the ex- 
tent that Budd receives any further payment on the balance of the award. 
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A statement is made at page 20 of the Hearing of November 7, 1973, indicating 
that a typical corporation with a war loss' of $1,000,000 would have recovered 
$898,770 or approximately 90% of its loss through tax benefits and payments re- 
ceived under the War Claims Act. Where is this “typical” corporation? As pre- 
viously shown herein, The Budd Company received a gross award of $2,860,363.85, 
representing only a part of its losses, and received a war loss tax benefit of 
only $16,300.58 reducing such award to the net amount of $2,844,063.27. Payment 
of $1,728,051.51, amounting to 61.4% of the net award, has been received. No war 
loss tax benefit other than the $16,300.58 has been realized by The Budd Company, 
or its dissolved subsidiary, Budd International Corporation. 

The philosophy of “small claim” priority is recognized in the existing law 
whereby unpaid balances up to $35,000 are to be paid in full before pro rata 
payments are to be made on remaining balances above that amount. To date, 
$11,000 of the $35,000 has already been paid, and the payment of the remaining 
$24,000 will pay in full most of the claimants classified as “Corporate and 
1 artnership (Individual) Claims”, “Individual Claims”, and “Mixed Claims” 
as tabulated at pages 34 through 37 of the Hearing of November 7 1973 Serial 
No. 93-44. 

As indicated, the existing $35,000 preference for small claims will result in 
the full payoff of 145 individual claims (42 plus 84 plus 19) leaving only 42 
unpaid. It is significant that of the 42 which would then remain unpaid 4 of 
J llc ™ amount to $1,878,138.02, and 9 others (each in excess of $100,000.00) amount 
to $1,344,380.37. 

Clearly it cannot be said that the proponents of individual claim for priority 
are asking for such priority on the basis of size of their claims. 

I have no objection to small claim preference at a level to be determined bv 
the Congress (already fixed at $35,000), but the proposal to give individuals fuil 
priority before any further payments are made to corporations clearly consti- 
tutes an unfair and unreasonable preference. I have knowledge only of The 
Budd Company s situation (insignificant tax benefits from war losses) but I 
have reason 1o believe that many other corporations also have not realized sig- 
nificant tax benefits from their war losses. * 

I respectfully ask that the Committee delete Section 2 of S. 1728 which would 
grant priority of war claims payments to individuals, on the grounds that this 
represents unfair discrimination. 

Thank you. 

Senator Burdick. At this time I want to include in the record a 
statement of Robert N. Norris, president of International Trade Coun- 
cil, Inc., at his request and have that made a part of the record 

Mr. Tacit. Mr Chairman, if I may, I am the tax director of the 
trade council, and I would like to present some oral testimony. We 
didn t realize we had been scheduled at the hearing-, and - 

Senator Burdick. Well we did have you scheduled and we »ot a 
Letter from the President requesting tliis'method of procedure. * 

Mr. Facit. I appreciate that, Sir. I just found out last night we had 
been scheduled for oral testimony. I will make it brief if I may. 

Senator Burdick. Can you make it in 5 minutes, because I liave to 
go to the floor at 4 o’clock. 

Mr. Facti. Yes. 

Senator Burdick. All right, then under these conditions the state- 
Robert M. Norris will be received and you may proceed 

1.1 he prepared statement of Robert M. Norris follows:] 

Statement of the National Foreign Trade Council, Inc., on S. 1728 

! ; , :^r lCm,,erSWl( 0f t , h6 Natlonal Foreign Trade Council, Inc. which was founded 
InanmaS^r broad cross section of United States companies engaged 
“Ajor fields of international trade and investment including manufacturers 
“f,? importers, bankers, insurance underwriters and companies engaged in 
rail, sea and air transportation. The Council is opposed to S. 1728 becaiu" of the 
S preferences for individual claimants and corporations with smaB 

House o^Representativcs 01514611 ^ mi W tW ° amendmellte made in the 
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The provisions of H. 1T28, which would equalize payments to U.h. civi ian 
internees in Southwest Asia with payment to military prisoners, is non-eontro- 
versial. Yet, the two House amendments are unrelated to the hena.e hilt as 

Pa Let us examine the two amendments. The first amendment would establish an 
absolute preference to individual over corporate claimants, contrary to existing 
law which under the War Claims Act are accorded equal treatment m the 

payments of their awards. , 

The second amendment would also constitute a departure from present law 
in that it would provide that after individual awards were fully paid, corporate 
claimants would be paid the same amount up to $50,000 regardless of the size 

° f Formally 'years: the Council has been deeply concerned about the policy of the 
United States in respect of the protection of overseas investment and the treat- 
ment of international claims. The policy of the United States Covemment in 
these areas is of vital importance not only to our membership but, indeed, to the 

entire international business community. ,_ 00 . «... r . w # 

The National Foreign Trade Council is opposed to S. 1728 because the I'iei- 
erences it would create would discriminate arbitrarily and unfairly in favor of 
individual claimants to the detriment of corporate elaimanta. Just as we opposed 
in 1070 the discriminatory preferences provided for under H.R. -(>bJ oil the Basis 
that the granting of such preferences would establish an unfortunate precedent 
for opening up international claims programs to preferences and special interests 
benefits, we maintain that S. 1728 would establish a further very unfortunate 
precedent. The discriminatory preferences of the bill would not only harm Amer- 
h- in business, but it would also damage the faith of American business in the 
fairness of future international claims programs and subsequently would operate 
to the detriment of any foreign trade or investment in which the United Mates 
companies may engage in the future. . 10 ,„ . 

AH claims under the 1902 amendments to the War Claims Act of 1948 nave 
been determined and adjudicated. Of the 7,039 claims approved under the War 
Claims Act 6,091 have been paid in full. These include all claims to individuals 
a od estates arising from death or personal injuries, all claims of small businesses, 
all claims of charitable organizations, and all other claims up to 000 
present law. claimants with unpaid balances mil be 

•md to date $11 000 of this lias been paid. If this balance of $24 000 is paid, there 
will Remain only IBS claims in the unpaid balances, 43 for individuals and 110 

f0 WeS r t!in a tlmt n it'is altogether unfair and inequitable to exclude the cor- 
'ate Slants from further participation in distributions on a pro-rata M 
It would amount to an unfair reordering of priorities for adjudicated claims with 
retroactive effect on the distribution pattern established by Congress m 19ft* and 

1 'dlie Federal bankruptcy statutes provide the model for fair distribution oi 
limited assets to a number of claimants. It. would not tie acceptable under bank 
ruptev law for individual creditors to be paid in full before other creditors. Con 
gross ' has refused to grant bankruptcy priorities to special interest = claimants, 
•md l here is no reason in our view to depart from 'the precedent of the Bankrupt!.; 
Act by establishing preferences which prefer one type of war claimant over 

nnorlwr l’or the HSiiu* type of claim. , . _ , , 

In the event of a bank failure, no one would contend that individual deposi- 
tors should be paid in lull before corporate depositors are paid anything, fro- 

ia tt has 1 been ' si lggcs teiT that individuals should be preferred over corporations 
because the corporations have already received a large portion of the money 

1,: ThkrargumVnrims l no merit Ixxiaiise the corporations suffered the great hulk 
of (lie losses. Furthermore, even without the discriminatory preferences of 
1 728 corporations will suffer most of the uncompensated losses. 

It to, s also bean suggested that, corporations should have a lower priority than 
individuals because the; have already received some compensation m the foim 
of income tax deductions. This argument is invalid because under existing lav. 
Hie Foreign Claims Settlement Commission lias already deducted from awards 
amounts equal to the value of tax benefits previously claimed Moreover, not all 
of ( he corporations took a tax deduction for their war losses. Out of the twenty - 
six highest awards to corporations, niue of these corporations did not take any 
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deductions. Thus a careful examination of the tax aspects highlights again the 
arbitrary and unfair nature of the proposed new preferences. 

Finally, it is most important that the Senate should take into account the effect 
which the creation of additional preferences would have on future claims pro- 
grams. If S. 1728 were to be enacted, it would only strengthen the hand of those 
who would urge Congress to create similar special interest preferences in all 
future claims programs of whatever kind. 

STATEMENT OF WESLEY FACH, DIRECTOR OF THE TAX LEGAL 

DIVISION OF THE NATIONAL AMERICAN FOREIGN TRADE 

COUNCIL 

Mr. Facii. Mr. Chairman, my name is Wesley Fach and I am direc- 
tor of the Tax Legal Division of the National Foreign Trade Council. 

I am appearing in place of Mr. Norris, our president, who could not 
make it today. 

As you noted, we have previously submitted a statement to be incor- 
porated in the record, and I just wished to state here pretty much 
a summary of that statement. 

I appreciate this opportunity to appear personally on behalf of the 
council, which is a private nonprofit organization which was estab- 
lished in 1914 to represent a broad tri-section of highly diversified busi- 
ness interests involved in all aspects of the conduct of international 
trade and investment. 

Wo have reviewed today the provisions of S. 1728, the original bill, 
which is substantially noncontroversial, and the two amendments, 
with the first giving absolute preference to the individual and the sec- 
ond providing that after the individual awards were made, that cor- 
porate claimants would be paid the same amount up to $50,000 regard- 
less of the size of their claim. 

Now for many years the council has been deeply concerned about the 
policy of the United States with respect to the protection of over- 
seas investment and the treatment of international claims. The policy 
of the U.S. Government in both these areas is of vital importance not 
only to our membership but indeed to the entire international business 
community. 

The council is opposed to this bill because the preference it would 
create would discriminate arbitrarily and unfairly in favor of in- 
dividual claimants to the detriment of the corporate claimants. In 
1970 wo opposed the discriminatory preferences in II.R. 2669 for the 
same reasons; namely, the establishment of precedents for' opening 
up international claims programs to preferences and special interest 
benefits. We maintain that this bill would establish a further unfor- 
tunate precedent in th at area. 

The discriminatory preference in this bill would not only harm 
American business but it would also damage the faith of American 
business in the fairness of any future international claims programs 
and subsequently would operate to the detriment of any foreign trade 
or investment in which the U.S. companies may in the - future engage. 

I have included in the statement some brief notes on the number 
of claims, which you have gone through and most of the other wit- 
nesses have gone over too. I just wish to add we agree with Mr. 
McClellan’s interpretation of the balance due; namely, that the 
$35,000 preference is in addition to the original $10,000 and not in- 
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eluding the '$10,000 and accordingly with the $11,000 payment the 
additional amount due is $21,000. This, of course, will mean that if 
it is paid there will only be 43 unpaid individual balances at that 
time. 

We maintain that :it is unfair and inequitable to exclude the cor- 
porate claimants from further participation. This would amount 
to an unfair reordering of priorities for adjudicated claims with 
retroactive effect on the distribution pattern established by Congress 
in 1902 and in 1970. 

The. Federal bankruptcy statutes provide a model for fair distri- 
bution of limited assets to a number of claimants. It would not be 
acceptable under bankruptcy law for ind ividual creditors to be paid in 
full before corporate creditors. Congress may refuse to grant bank- 
ruptcy priorities to special interest claimants and there is no reason, 
in our view to depart from the precedent of the Bankruptcy Act by 
establishing preferences which prefer one type of war claimant over 
another for t he same type of claim. 

in the event of bank failure no one would contend that an individual 
depositor should be paid in full before corporate depositors are paid. 
1 Vo rata distribution is the only fair rule. 

I will ski]) through the comments that we have made about the fact. 

( hat; the corporations were not enl it led to preference because they had. 
received the benefit of tax deductions. 1 think the other witnesses have 
covered this point and just wish to summarize it to say that we too 
think this argument is invalid because under existing law the Foreign. 
Claim Settlement Commission has already deducted from awards 
amounts equal to the value of the tax benefits already claimed. More- 
over not all of the corporations took a tax deduction for war losses; 
as was noted. 

We have noted that out of the 26 highest awards to corporations that. 
9 of these, corporations did not take ary deductions. Tims a careful', 
examination of the tax aspects highlights again the arbitrary and we 
feel unfa ir nut lire of the new preferences. 

Finally, it is most important in our opinion that the Senate should 
take into account the effect which the creation of additional prefer- 
ences would have on future claims programs. S. 1728, if it were to be 
enacted, it would only strengthen the hand of those who would urge 
Congress to create similar special interest preferences for all future 
cl ai ms programs of what ever kind or nat ure. 

Thank you, sir. 

Senator Burdick. Thank you very much. 

On behalf of the individual claimants I have here a statement for 
the record of Mrs. Parker who hoped to testify today which will be 
received in the. record. 

[The statement of Mrs. Parker follows :] 

Statement of Ms. Evelyn Darker on S. 1728 

Mr. Ohairamn and members of the Subcommittee : My name is Evelyn Parker. 
T am a research biologist at the National Institutes of Health, and I live at 
4:565 N. 26th Street, Arlington, Virginia. I am submitting this statement in 
support, of S. 1728, as amended by the House of Representatives. 

My war claims award, which I share with five other heirs of my late father, 
arose out. of the destruction of residential property In Berlin and Koln during 
AVorld War II. I will confine my statement to two points: (1) the fact that 
many individual claims that technically arose out of the ownership of stock in 


Approved For Release 2001/08/29 : CIA-RDP75B00380R000500380003-7 



Approved For Release 2001/08/29 : ] <9fa-RDP75B00380R000500380003-7 

r foreign corporation are of a totally different nature from the claims of the 
corporations, and (2) the fact that individuals had to invest more time, 
money, and effort in proving their claims before the Foreign Claims Settle- 
ment- Commission than did those large corporate claimants. 

First ™ the Wm Claims Act individuals were given the right to main- 
tain claims based on their ownership of stock in corporations that suffered 
losses compensable under the Act, provided that the corporations were at least 
50 percent owned by non-U.S. nationals. With respect to corporations more than 
50 percent owned by TJ.S. nationals, only the corporation itself was permitted to 
maintain the claim and the stockholders’ recovery was to be through the coipo 
ration Xt has hee“’ argued that the creation of a priority for individual claim- 
ants would be discriminatory and unfair to corporations more than oO percent 
owned by the U.S. nationals since some of the individual claims that would 
be given priority also arise, at least m form, from losses sustained by coipo 

ia Xhis' argument is wrong for several reasons. First, the large majority 
of individual claims are not derived from corporate losses at all but arc ex- 
clusTvely lossJ of personally held property. Second, many of the individual 
claimants who derive a part of their claim from corporate losses derive a 
greater portion from personally held property. Third, and most important the 
vast maiority of the “corporate” losses of individuals were corporate in form 
only and involved corporations that did little more than hold a family s assets 

My * c lai m^whicl a/ niigl ft add is relatively modest, is a classic example of just 
that situation. My father was a Jew who owned residential property in Berlin 
mid Koln. When Hitler began to issue decrees depriving Jews of their civil 
rights and restricting their economic activities in the 1930 s, it became clear 
that sooner or later property owned by Jews and others considered undesirable 
bv the Nazi government would be confiscated. , , 

To avoid confiscation, my father set up a number of corporations to hold 
property he ordinarily would have held as an individual. This was a common 
oract^e in Germany for persons who feared that their personal property would 
be taken because of their race or political beliefs. Thus many claims are based 
on so-called “corporate” losses were direct and immediate losses to families and 
individuals! These losses are totally different from the business losses of a 
billion-dollar multinational corporation. To consider them as part of the same 

Ca s^oM! S individiial 1 claimants were unavoidably at a disadvantage compared to 
corporate claimants in proving their claims before the Foreign Claims Settlein 
Commission Most corporate claimants were large public corporations that had 
easily availatile a complete and thorough record of their property ownership 
throughout the world. For individuals, however, proof of ownership and loss 
was far more difficult. Many claimants had fled from Europe leaving their fi- 
nancial records behind. A great number of these records were lost or destroyed 
In the cSaos of war. Piecing together proof of ownership and date of destruc- 
tion of property years later was a formidable and expensive task—especially 
for individuals with relatively small claims. Consequently individuals spent far 
more to prove claims worth far less than did corporations. My mother and I 
snout, months gathering and presenting evidence to prove our claim. Moreovei, 
providing this proof was expensive as well as time-consuming. Corporations 
whose records, were intact had substantially less trouble and expense. 

Finally, I might add that there is one other important difference between 
awards to individual claimants and those to corporate claimants The awards 
to individuals go to the individuals who actually were damaged, or in some 
cases to their families, whereas in the case of the large publicly held corpo- 
rations the present stockholders who will receive the benefit of further pay- 
ments in general have no relationship at, all to the people who were shareholders 
during the war and actually sustained the losses. . 

Fo” these reasons I believe individuals should receive payments of their 

awards before corporations. 

Senator Burdick. We also have some things to put in the record 
here. At this time, without objection, the, letters and telegrams ot ,hose 
interested in this hearing hut unable to appear, will be received by 
the subcommittee and any additional material designated m the course 

44-52G — 75 — — S 
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” 1 " 1x5 madf a part ° f u,e this p ™” 1 

f-'FIiti above referred to material follows:] 

Statement of Representative Henry I>. Smith III on S. 1728 

»,i A sunnort ir of a s TJ" ^ °I ?! Subcommittee: This statement is submitted 

as amondod by the House of Representatives In T 
introduced legislation to amend the War Claims Act tS iiXidual ns 

uianct. of the House Committee on interstate and Foreign Commerce iieiri 
a untigs on this hill, in conjunction with lien rings on S 1728 as passed bv the 
s T™ thf \ text of lhp hUl 1 had introduced a7an amendment to 

a vote of 368'to17. WftS MlksequentIy P a ‘ ssed by the House on August 12, 1974 by 

l strongly urge this Subcommittee to recommend that the Senate accept the 
House amendments to S. 1728. accept tne 

The purpose of the War Claims Act of 1948 was to compensate U S citizens 
loi the losses they suffered in World War II. Every citizen claiming an awa?d 
nas required to I' rove his claim before the Foreign Claims Settlement Commis 
sion. All the awardholders who would benefit from this bill have already proved 
™?d in f“n ““I ' eeM *T fmted an aw ard. Most awardholders have already been 
!v m!,i„ ,!r , U an,ler previous priority categories created by the Congress. There 
r , .' U< ! * )rtl0, ! s ot awards to 186 individuals totalling S6.fi million and 
Fin . r , 5 M>ra 1 olls ]'>talling 894.7 million. Tiie amount remaining in the War Claims 
1 d, h ‘ nv, ‘7 r ’ ** far (ll> sma11 th Pay all these awards in full. Under present 
huv the vast majority of the money in the fund would go to corporate award 

their awards 1 " 0 115 lndlvld " als would receive only a few cents on the dollar for 

wiir'o el Jf otmen . t of s - 1728 is thus necessary to assure that these individuals 
, !" ally I r 7 eiv C P«yment of their awards in full. There are many realms 
why the individual awardholders are entitled to this priority : 

First. Most corporate awardholders took very substantial tax deductions as 
nf r Silfn t lel v war ,°7 es The corporate awardholders with balances in excess 
a co’twtive total of more than $35 million in tax benefits as a 
result of .deductions for tboir losses. These corporations have for more than 10 
years had the use of the money they saved. The House Subcommittee on Com- 
neice and I mancc winch held hearings on this bill found no individual award- 
holder who had taken a tax deduction. These corporate tax benefits, combined 
with previous payments from the War Claims Fund, have allowed the corporate 
aw.irdholdeis to recover a substantially greater percentage of their actual loss 
than have the individuals. 

. s< :‘J m<l - The losses of the individuals were of far greater personal and economic 
significance to them than the corporate losses were to the corporate awardholders 
Ihe individuals lost their homes, their small family business, and their personal 
belongings, wlule the losses to the corporations involved only a small fraction 
of the total corporate assets of the awardholders. 

Third. A high percentage of the individual awardholders are elderly persons 
beyond their productive years who live on small fixed incomes. Many of them 
spent most ot thcii working years outside the United States and hence receive 
little or no social security benefits. These people are relying on the payment 
ot their war claims awards to now help provide them support. 

Fourth. In many cases, the present stockholders of the corporal e awardholders 
arc not the stockholders of 30 years ago when the war loss was sustained. In some 
eases, the corporation holding the award is not even the same company that suf- 
fered the loss. For example, in one case, involving one of the largest corporate 
awards, the company that suffered the loss was a subsidiary of’ an American 
corporation which long ago wrote the subsidiary’s assets down to zero In 1069 
the present award! older acquired the stock of the parent corporation, paving 
absolutely nothing for the stock of the subsidiary that had suffered the loss 
h< ‘ bresenf awardholders— which not only did not suffer the loss hut paid nothing 
for the stock of the company that did — thus would receive a windfall by reasoii 
of any further payments, 't here are numerous instances among ihe corporate 
awards in which the company that actually suffered the loss has long since been 
acquired by the present awardholder. By contrast, the individual awards are 
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all lield by the persons who suffered the loss or by members of the family that 
suffered the loss. 

Fifth. Many corporate awardholders were eligible for substantial tax and 
other benefits from foreign governments after the war as Incentives for reestab- 
lishing their operations in those countires. These benefits, which further com- 
pensated the corporations for their losses, were in no way taken into account in 
the calculation of their war claims awards. Such benefits were unavailable to the 
individual awardholders. 

Sixth. Many of the corporate awardholders are insurance companies that 
insured risks overseas at premium rates to reflect the risks of war. These 
companies were then subrogated to the rights of the insured. The substantial 
premiums received by these insurance companies were not taken account of in 
the calculation of war claims awards. No individual awardholder is in a com- 
parable position. 

Seventh. Full payment of the individual awards will not substantially affect 
the amounts that will be available to pay corporate awards. The corporate awards 
total about $94.7 million. There will be only about $20 million at most available 
A for" payment of all awards— both corporate and individual. Thus, even under 

existing law, the corporations will receive at most about 20 cents on the dollar. 

.Since the total amount payable to individuals is only $6.5 million, giving a 
priority to individuals will reduce the corporate recovery by only a few cents 
on the dollar. 

/ Eighth. The corporate awards represent a greater percentage of the actual 

losses of the corporate awardholders than the individual awards represent of 
the actual losses of the individuals. In the granting of awards, the Foreign 
Claims Settlement Commission required documentary proof of the loss for which 
an award was sought. Many individuals who suffered property losses also lost 
their documentary proof of ownership in the war, Targe U.S. corporations that 
maintained extensive records in this country did not have similar problems and 
hence were able to document a much higher percentage of their actual loss than 
were individuals. 

Ninth. All the Individual awardholders are U.S. citizens. The War Claims Act 
required that an individual be a U.S. citizen at the time his loss in order to be 
eligible for an award. By contrast, a corporation need only have been incorporated 
in the United States and 50 percent of its assets owned by U.S. nationals in order 
to qualify. A not insubstantial portion of the stock of many corporate award- 
holders is held by foreign nationals. Since the basic purpose of the War Claims 
Act was to compensate U.S. citizens for their losses, this purpose is more 
consistently served by allowing individual awardholders, all of whom are U.S 
citizens, a priority. 

These are compelling reasons I submit, in behalf of enactment of a priority 
for individuals in the payment of World War II war claims awards. I hope, 
therefore, that the Subcommittee will recommend acceptance by the Senate of 
the House amendment of S. 1728. 


Department of State, 
Washington. D.G., December 2 , 197 Jf. 

Hon. Quewtin N. Burdick, 

U.S. Senate, 

Washington, D.G. 

Dear Senator Burdick : I am writing to urge favorable consideration of S. 
1728 by the special Subcommittee you are chairing for the Committee on the 
Judiciary. The basic purpose of this bill is to increase detention benefits for 
our civilian prisoners of war under the War Claims Act to $150 per month — 
equivalent to the benefit provided for our military POW’s. It is now more than 
twenty months since our men returned from captivity in Indochina, which makes 
this a matter of urgent priority. By the action of your Subcommittee I hope 
it will be possible to move to final approval of this legislation before the Congress 
adjourns. 

We recognize that, the bill as approved by the House contains a second section 
relating to a different provision of the War Claims Act. The Department has 
testified against this amendment because it would discriminate against corporate 
claimants in favor of certain individual claimants and would establish an 
undesirable precedent. The Department favors equal treatment of all claimants 
without preference. 
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In fairness to our civilian POW’s, however, and regardless of tie merits of 
this other section, we hope a way can be found to gain Anal approval of the 
civilian benefit section before the Congress adjourns. 

Cordially, 

Linwood Holton, 

Assistant Secretary 
for Congressional Relations. 


General Rt.rotiiic Co., 
iVcic York, N.Y., November 27, 1974. 

Hon. James O. Easti.imi, 

Chairman-, Judwiarrt Committee, 

V.ti. Senate, Watthimlon, T).C. 

Dear Chairman Eastland: This letter is in opposition to S. 1728, as amended 
by tint House to alter the preferences established for payments under the War 
Claims Act. of 1948 by providing for priority payments to individual claimants 
in the full amount of their award before any further pro-rata distribution* to- 
other claimants may lie made. 

tVe are in agreement with the statement in opposition to the amendments 
by the Foreign Claims Settlement Commission. We would like to present this 
brief additional statement viewing the proposed legislation from the viewpoint 
of General F/lertrie Company shareholders. 

As it stands, the statute already contains significant preferences for individual 
claimants. Under these preferences, claimants with ail award of $100,000 or less 
will lie paid in full before any further pro-rata distributions will be made. 
This results from the fact that an individual claimant will have received 
.$10,000 under paragraph 2 of Section 213(a) of the Act, as well as 61.8% of 
tire remaining $90,000 of his award, i.e., $55,170. Thereafter, the additional 
$35,000 preference added in 1970 through a new paragraph 3 comes into applies - 
lion. Under this preference an additional payment of $11,000 to each claimant 
has already been rondo. As the funds become available, an additional “non 
ptv.-rata” payment of $24,000 must be made for an aggregate preference payment 
.I $100,000. 

IVe believe tint, claims in excess of .$100,000 should not he considered to be 
small claims entitled to preferential treatment. This is particularly true wher. 
claims of such size are considered in the context of the shareholders of General 
Electric. We have nearly 300,000 shareholders who own less than 50 shares 
nf stock, an investment of less than $2,000 at current market. There are roughly 
200,000 shareholders who own between 50 and 300 shares, an investment between 
$2,000 and $20,000, Fairness and equity between individuals, whether they be 
corporate shareholders or direct claimants, require that preference to individuals 
not lie extended beyond the full compensation to claimants with awards of m> 
to $100,000. which if? already provided for. 

Very truly yours. 

WALTER TI. Glass. 

Counsel. 


Rop.ifor Brit writ. Ami then there follows a list of letters beginning- 
w-'H/i Mr. Ernest- TT. Txmnan of New York City and ending with, Nor- 
ma .Tnffo of Silver Spring, Md., which will lie put in the record with- 
out objection. 

[ The, letters referred to follow :] 

Ernest H. T.obman, 

New York N.Y., July 25,197*. 

Hon. .Tames O. FiAsttano, 

77. tf. Senate. 

Washington. 77.17. 

Dear Senator Rash. and : I am asking your support of S. 1728, as amended, a 
bill to amend the War (Haims Art of 1048, which has been reported by the House 
(lonimitt.ee on Interstate and Foreign Commerce and is at present pending before 
the House Kales Committee. This bill originated in the Senate Judiciary Com- 
mittee and passed vhe Senate on October 8, 1973. The House Committee on Inter- 
state ami Foreign Commerce reported this 1*11 1 on Inly 3. 1974. and added an 
amendment to the War Claims Act previously embodied In two House bills, H.R. 
4870 and H.R. 1729, giving individual IT.!?, citizens who are swnrdholders under 
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that Act a priority over corporate awardholders in further payments from the 
War Claims Fund in compensation for losses suffered in World War II. The Sub- 
committee on Commerce and Finance unanimously approved it during compre- 
hensive hearings. 

I am an individual awardholder claiming payment for the loss of two fully 
equipped factories and adjacent property. I received an award from the Foreign 
Claims Settlement Commission to compensate me for this loss, but unless S. 1728 
is passed, most of the funds available for payment of this award will go instead 
to big corporations, such as Exxon and IT&T, rather than to individuals such as 
myself. Since the War Claims Fund — consisting entirely of enemy assets seized 
by the United States Government during World War II, and containing no funds 
appropriated by Congress — is too small to pay all awards fully, a substantial 
part of my loss will never be paid unless S. 1728 is enacted. 

There are two important reasons for this legislation : 

(1) The large corporate awardholders lost a minute fraction of their corporate 
assets, while individual U.S. citizens, such as myself, lost homes, personal belong- 
ings, and small family businesses, in short, all they had. 

(2) The corporations could claim millions of dollars in tax deductions under 
a special provision of the Tax Code as a result of their losses, while individuals 
were unable to take advantage of these deductions. Tlius, between their tax deduc- 
tions and the large payments already received by corporations under the War 
Claims Act, the corporate awardholders have recovered a much greater part of 
their loss than have individual U.S. citizens. 

I do hope that S. 1728 will be passed by the House very soon, ns I am no longer 
young and have already waited a long time for this linal settlement. I therefore 
urge you to give your active support in assuring that the Senate will concur in 
the House amendment of S. 1728 when the bill returns to the Senate. 

Sincerely yours, 


Ernest H. Forman. 


July 19, 1974. 

Hon. James O. Eastland, 

U.S. Senate, Washington, D.C. 

Dear Senator Eastland : This is to ask your support for bill S. 1728 .which' is 
to amend the War Claims Act of 1948, and now pending before the House Rules 
Committee. It would amend the War Claims Act to give individual U.S. citizens, 
who have been awarded but not fully paid priority over corporate awardholders 
in any further payments for losses suffered during World War II, The Subcom- 
mittee on Commerce and Finance held comprehensive hearings on this amend- 
ment and unanimously approved it. 

My husband is a retired physician, SO years old, I am 70. I am deriving my 
awards from the loss of my private house, and the loss of considerable business 
assets. The award was received by the Foreign Claims Settlement Commission to 
compensate these losses. Unless S. 1728 is passed a substantial part of my losses 
will not be compensated, and the vast majority of the funds available will go 
to big corporate awardholders such as Exxon, and ITT. The War Claims Fund 
consists entirely of enemy assets seized by the U.S. Government during World 
War II, and no funds appropriated by Congress. 

The important reasons for this legislation are: 

(1) The individual U.S. citizens, such as myself, lost homes, personal belong- 
ings, and small businesses. Most individual awardholders lost nearly all they 
had. 


(2) Corporate awardholders took tax deducations of millions of dollars under 
a special provision of the Tax-Code as result of their losses and used and saved 
their money over 30 years. The individual awardholders did not have these 
advantages. Therefore through their tax deductions and the large payments 
already made to the corporations under the War Claims Act the corporate 
awardholders have recovered a significantly greater percentage of their loss 
than the individual U.S. citizens. 


I am hopeful that S. 1728 will he passed by the House in the near future, and 
I urge you to do your utmost in assuring that the Senate will concur in the 
House amendment of S. 1728 when the bill returns to the Senate. 

Thank you very much for your help on this legislation. 

Very sincerely yours, 

Kathis Ostwald, 

185 Vallejo Street, 

San Francisco, Galif. 
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WAI.TEB A. MaRON, 

152 Mill Spring Road, 
Munhasset, N.Y., August 21, 1974. 

Hon. James Eastland, 

U.S. Senate, 

Washington, D.C. 


Hear Senator Eastland: I understand that the House lias approved the 
above bill as amended, and am writing to enlist your support, when it conies 
up for joint action. 

t am an individual awurdholder, having received my award from the Foreign 
Claims Settlement Commission in compensation for the loss of property in East 
Germany. 

As you know, the moneys remaining in the War Claims Fund do not suffice 
to pay all claims fully; and unless S. 1728 as amended is enacted, by far the 
largest part of these funds will go to big corporate awardholders like EXXON 
and ITT, leaving a substantial portion of my loss — and the losses of all indi- 
vidual awardholders — uncompensated. 

As you also know, corporate awardholders (whose losses in any event amounted 
to only small fractions of their total assets) have already recovered a con- 
siderably larger percentage of their loses than individuals, on basis of cor- 
porate tax deductions permitted them in addition to the original War Claims 
Fund payments they received. 

It would therefore, in my thinking, be no more than fair and equitable that 
S 1728 as amended be made into law, to assist all individual awardholders 
such as myself. 

Very truly yours, 


Walter A. Maron. 


Heinz O. Wolfe, M.D., 

1/2 Sunnyhrook Road, 
Rronxville. N.Y., July 31, 1974. 

Hon. James O. Eastland, 

U.S. Senate, Washington , D.C. 

Dear Senator : I am writing to ask your support for S. 1728, as amended, a 
bill to amend the War Claims Act of 1948, which has been reported by the House 
Committee on Interstate and Foreign Commerce and is now pending before the 
House Rules Committee. This bill originated in the Senate Judiciary Committee 
and passed the Senate on October 8, 1973. The House Committee on Interstate 
and Foreign Commerce reported this lull on July 3, 1974, and added an amend- 
ment (previously embodied in two House bills, H.R. 4870 and H.R. 1729 ) which 
would amend the War Claims Act to give individual TT.S. citizens under that. Act 
a priority over ccrporate awardholders in further payments from the War Claims 
Fund, for losses suffered in World War II. The Subcommittee on Commerce and 
Finance held extensive hearings on this amendment and unanimously approved it. 

1 received an award for the loss of real property in Germany, but. unless S. 1728 
is passed the va.st majority of the funds available for payment for this award 
will go instead to big corporate awardholders such as Exxon and IT&T. Since 
the War Claims Fund — consisting entirely of enemy assets seized by the United 
States Government during World War TI — is too small to pay all awards, this 
means that a substantial part of my loss will go uncompensated unless S. 1728 is 
enacted. 

There are two main reasons for the proposed legislation : 

11) In contrast to the large corporations who lost a fraction of their 
corporate assets, individual TJ.S. citizens who suffered losses, such as myself, lost 
homes, personal belongings, and small family businesses. Most of them lost all or 
nearly all they hi d. 

(2) The corporate awardholders took large tax deductions, under a special 
provision of the Tax Code, as a result of their losses. Individuals, however, 
could not take tax deductions for their losses. Thus, between their tax deduc- 
tions and the large payments already made to corporations under the War 
Claims Act., the corporate awardholders have recovered a significantly greater 
percentage of their loss than have individual II. S. citizens. 
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J, 1 '° r ’ e , tllat S - 1728 wil1 lie passed by the House in the near future and I ask 

Lend^t ” in ’ the ^ 

±n a nk you for your assistance in this legislation. 

Sincerely yours, 

Heinz Wolff. 

Hon. James O. Eastland, July 20 ’ 1974 - 

V.8. Senate, 

Washington, D.O. 

sSMsgss 

Thank you very mucin P1 ll6lp me by su hi>orLing Bill S. 1728. 

(Mrs.) Lilli Sampson, 

1080 Chestnut Street, 

San Francisco, Calif. 

Nancy Gephabt, 

1777 Stonehouse Lane, 

Senator Quentin M. Burdick Cincinnati, Ohio, August 10, 1971 

V.S. Senate, ’ 

Washington, D.C. 

receive the War CTaims° Act /i f ] Mis" ”" derstandl n§' the Senate will soon 

1729, which would amend tlTwa^AL, a ?cuse bills, H.R. 4870 and II.R. 
priority over corporate claimants in *° g i Ve * n ^ ivi<Juai U.S. citizens 

The House Rules ^ W ° rld War 11 losses - 
was to consider it on August 6, 1974 y 011 tbls lssue 011 Jul y 30, 1974 and 

War II losses can be settled inRie 'near future Payment t0 U ‘ S ' Citizens for World 

’«®SMS32L2?^S^ e l 'g^,'» •“ «““»■ » ■«». 

»< 4aW£J1g?V , iW8 SSSSS? 1 '* w a»i2 total 

unpaid balance of $12,384 67 * ,040.33 has been paid. This leaves an 

during tbe'war? ** ^ l0cated ln Hamburg, Germany which was bombed 

uS'j&SSS ZSSZtitSZEZ ZSXr S r aDmther Wh0 dIed * 

for many years until his death las/ year hi spenit considerable time 

the estate. year m efforts to receive compensation due 

balance ; due S so e ttattt^l“imean°b/sewld anC<i “ helplng us receive the unpaid 

Sincerely yours, 

Nancy Gephabt. 


[Mailgram] 

WlIITESTONE, N.Y., 

Senator James O. Eastland August 13, 19V,. 

Chairman, Senate Judiciary Committee 
Washington , D.C.: 

Rudolf Roever. 


Approved For Release 2001/08/29 : CIA-RDP75B00380R000500380003-7 



Approved For Release 2001/08129 : CIA-RDP75B00380R000500380003-7 


[Telegram ] 


Beverly Hills, Calif., 

August 13, 19 74- 


Senator James 0. Eastland, 

Capitol Hill, D.C.: . . „ 179S 

I respectfully urge your concurrence in the House amendments to b. 1728. 
This would restore priority payments to individual war claimants without rise 
of appropriate funds and extend benefits to us civilian prisoners held in North 
Vietnam. 


Sincerely, 


TT i ticit n Xltt'DTi'MiZAT. 


[Telegram] 


New York, N.Y., 

August 13, 197 b- 


Senator James Eastland, 

Hew ate Office Building, 

Please urge the Senate to concur In the House amendment to S. 1J28 adapted 
yesterday by a vote of 3t>8 to IT to provide just compensation to individual U.b. 
citizens Who suffeied losses in World War II. The bill also provides benefits for 


Clll/itiUS W J-ltt ouumm. , 

U.S. civilians held as prisoners of war in North Vietnam. 


inD TVi-vnr A US 


[Telegram] 


New York, N.Y., 

August H, 197b. 


Senator .Tames Eastland, 

Smote Office Building, 

Washington, D.C.: .... „ 179fl 

As an award holder, I urge you to favorably consider and support bill S. 1 - 
when it cranes up for action in the Judiciary Committee. 

Respectfully, Henry H. Arnhold. 


[Telegram] 


St. Fetersdurg, Fla., 

August 13, 197 b. 


Hon. James Eastland, 

Washington, D.C. rmroose of which is to restore to individuals 

equality with cnrporaUons Tn S claims for damages sustained in World 
War II. TT. C. Barrett. 


[Telegram] 


Silver Spring, Md„ 

A ugust 26, 19 < f. 


Senator .Tames Eastland, 

W «Ty fo^it your endorsement of pending hill S. 1728 regarding foreign 
claims. Norma Joffo. 

Roil a toy Fci-dk-n. 1 also would like to include a statement of the 
cj-cT of the Senate Finance Committee on the tax implications of t 
legislation and that Mill be received without objection. 

'The statement referred to follows:] 
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U.S. Senate, 

Committee on Finance, 
Washington , D.C., December 2, 1974. 

Memorandum 

To . Senator Quentin N. Burdick, chairman, Subcommittee on Im- 
provements in Judicial Machinery. 

From: Michael Stern, staff director, Committee on Finance, 
ive . 13 iief summary of L ederal income tax consequences of individuals 
and corporations receiving war loss recoveries under the War 
Claims Act of 1948, as amended. 

w Pl f r n U ^ nfc , to * he re< i uest of your Chief Counsel, Mr. William P. 

Y\ estpnal, the following information is provided. 

I he Internal Revenue Code presently contains a series of provisions 
the tax treatment of war loss recoveries (sections 1331— 
1337) . In general individuals receiving compensation for war losses 
and/or recovering previously seized property may elect to treat such 
recoveries for Federal income tax purposes in the following manner: 

(1) It the taxpayer has previously claimed a deduction for prop- 
erty seized or destroyed (equal to the adjusted basis for such prop- 
erty) and now recovers an award for that loss, such proceeds are 
taxed only to the extent the previous claimed loss caused a reduction 
m the prior year’s tax. The portion of the recovery which does not 
exceed the original deduction is taxed as ordinary income. Any amount 
m excess of the deduction claimed is treated as a gain upon an in- 
voluntary conversion. The taxpayer may elect to recognize the gain 
immediately (usually as a long-term capital gain where the property 
lias been held more than 6 months). Or, the taxpayer can elect not to 
recognize gain by replacing the converted property with property 
which is “similar or related in service or use.” The period for making 
such a replacement ordinarily ends 2 years after the close of the first 
taxable year m which any part of the gain upon the conversion is 
realized. (A further explanation of this provision is contained in sec- 
tion 1033 of the Internal Revenue Code and the regulations issued 
under that section. ) 

• taxpayer can elect not to include the value of a recovery in 

income for the year of recovery. Where such an election is made, the 
deduction claimed for a prior year must be reduced by the amount 
of the recovery and the tax for the prior year must be recomputed. 
Any increased tax liability for the prior year must be added to and paid 
as part of the tax for the year of the recovery. If the amount of the 
l ecovery is greater than the deduction, the excess is included in gross 
income for the taxable year of the recovery as gain on the involuntary 
conversion of property. This gain may be treated in the same fashion 
as outlined about under section 1 033 of the code. 

(3) Where property has been recovered by a claimant, special rules 
areprovided for determining the basis of the property. 

(4) In the, case of corporations, a series of examples involving the 

taxation of their recoveries has been published by the Internal Reve- 
st nT 1C6 m . re J onue F ulin g 66-115. A copy of that ruling is at- 
tached for your information. s 

TtSHI i^ 1° / aCt ' that tIlc property, involved was located outside the 
United States generally does not affect the taxation of gains or losses 
for the purpose of sections 1331-1337. 

(6) Information has been requested regarding the “real” tax benefit 
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recoveries under the applicable provisions of the War Claims Act 
Amendments and. the Internal Revenue Code. 

The tax laws permit individuals, partners, corporations, etc. to on- 
set any losses incurred during the taxable year against other income 
for that year. Under the War Claims Act, individuals and corpora- 
tions are compensated for their losses. In the case of corporations, the 
1948 Act as amended req uires that any awa rd be reduced by the amount 
of anv tax benefit the corporation obtained through its original deduc- 
tion of the loss. Although this provision prevents corporations from 
obtaining the benefits of a “double clip,” it. is still very advantageous 
for a corporation to obtain the deduction allowed initially since it 
permits that corporation in effect to obtain an interest-free loan from 
1 lie Government until such time as a reduced award is made. The ex- 
emption of any payments from corporate income tax also works m 
favor of corporations. 

The following example illustrates liow favorable treatment occuis . 
Corporation X has taxable income of $1 million for 1944 and 
is subject to the excess profits tax. Its effective tax rate for Fed- 
eral income tax purposes is the maximum rate of 70 percent. In 
1944, corporation X properly deducted a “war loss ’ of $>100,000. 

The deduction resulted in a tax savings of $70,000. 

Between 1944 and 1974, the accumulated value of this $>70,000 
tax savings compounded annually at approximately 5.3 percent 
(roughly approximating the average yield on high grade cor- 
porate securities during that period) would have grown to ap- 
proximately $330,000. (Each dollar received in 1944 is now worth 

about $4.7 1. ) , , , . 

The cu rrent award of $30,000 exempt from 1 ecleral income taxes 
to compensate corporation X for the balance of its war loss is 
equal to a taxable payment of about $57,700 (each dollar of tax 
exempt income is equivalent to $1,912 of taxable income foi cor- 
poration X, assuming it is subject to a marginal tax rate of 48 

percent). , . , 

The accumulated value of a tax free $30,000 award, had it been 
made in 1944 and compounded annua I ly at about 5.3 percent would 
now total approximately $142,000. 


Section 1332. — Inclusion in Gross Income of War Goss Recoveries 
(Rev. Rill. 66-11) 

26 CFR 1.1332-1 : Inclusion in gross income of war loss recoveries. 

(Also Part II, Section 127(c) ; Regulations 118, Section 39.127(a)-l.) 

(A series of questions is answered by the Internal Revenue Service relative 
to the tax treatment of awards received by corporations from the Foreign 
Claims Settlement Commission under the War Claims Act of 1948, as amended.) 

Advice has been requested with respect to the tax consequences of awards 
received bv claimants from the Foreign Claims Settlement Commission, under 
the circumstances described below as the result of the enactment Public 
Law 87-846, approved October 22, 1962, (7b Stat 1107), GB. 

Public Law 87-846 amended the War Claims Act of 1948 ( 02 Stat. 1-40) to 
authorize the Foreign Claims Settlement Commission of the Tinted States to 
determine certain claims of nationals for payment of losses arising on of World 
War II for loss, destruction, or physical damage to real property and items ol 
identifiable tangible personal property located in certain countries of Euiope 
and the Far East. The Foreign Claims Settlement Commission is the primary 


Approved For Release 2001/08/29 : CIA-RDP75B00380R000500380003-7 



Approved For Release 2001/08/29 : &A-RDP75B00380R000500380003-7 


agency concerned in the administration of the act and is charged with the re- 
sponsibility of reducing a gross award by the amount of related tax benefits. 
Assistance has been requested of the Internal Revenue Service in the determi- 
nation of prior tax benefits and the tax consequences of awards made in certain 
situations. 


Section 206(a) of the act provides, in effect, that the Commission in determin- 
ing the amount of any award, shall deduct all amounts the claimant has pre- 
viously received on account of the same loss (or losses) for which an award is 
sought under the act. 

Section 206(b) of the act provides that each claim in excess of $10,000 filed 
under title II of the act by a corporation shall include a statement under oath 
disclosing the aggregate amount of Federal tax benefits derived by such corpora- 
tion in any prior taxable year or years resulting from any deduction or deductions 
■claimed for the loss or losses with respect to which the claim is filed. The sub- 
section further provides that in determining the amount of any award where the 
allowable loss exceeds $10,000 there shall be deducted an amount equal to the 
aggregate of the amounts by which the claimant’s taxes for such year or years 
under chapters 1, 8A, 8B, 8D, and 8E of the Internal [p. 195] Revenue Code of 
1939 oi' subtitle A of the Internal Revenue Code of 1954 were decreased with re- 
spect to such loss or losses. Section 206(b) of the act concludes with a provision 
that any payments made on an award reduced by reason of the foregoing require- 
ments are to be exempt from Federal income taxes. 

It is presumed that the Federal tax benefits described in section 206(b) of the 
act refer primarily to reductions of the amount of prior Federal taxes which were 
obtained by reason of the provisions of section 127 of the 1939 Code, relating to 
war losses. Thus, the question is principally directed to the ultimate effect of 
prior tax benefits based on such losses which were obtained under section 127 
of the 1939 Code since these benefits are to be taken into account by the Foreign 
■Claims Settlement Commission under section 206(b) of the act in determining 
the amount of an award to a claimant. 

Under section 127(a) (2) of the 1939 Code, property located in a country against 
which the United States has declared war or in a country under enemy control 
on tlie date of declaration of war is deemed destroyed or seized. A loss deduction 
resulting from this provision which produced a tax reduction in the taxable year 
m which the loss was sustained or in any other taxable year affected by sueli 
loss, such as one affected by a net operating loss carryback from such year, is 
■considered to be a tax benefit, to the extent of the tax reduction, within the 
meaning of section 206(b) of the act, the amount of which tax reduction is to 
be deducted from tire otherwise allowable loss found by reducing the amount ol 
the gross loss by the amount of prior loss recoveries, if any, pursuant to section 
206(a) of the act. 


However, an additional adjustment is necessary where the taxjiayer has had 
a prior war loss recovery which was taxable in accordance with the provisions of 
section 1331 and section 1332 or section 1333 (as the result of an election under 
section 1335) of the 1954 Code (or corresponding provisions of the 1939 Code). 
In such a case, the amount of tax benefit attributable to the war loss for purposes 
of section 206(b) of the act is confined to the tax benefit remaining after taking 
into account the tax consequences resulting from the prior war loss recovery. 
Thus, the net amount of the tax benefit (for purposes of the deduction required 
by section 206(b) of tlie act) is to be found by subtracting from the amount 
which would otherwise constitute the tax benefit attributable to the war loss in 
question the amount of any additional tax resulting from the applicability for 
example, of section 1332 of the 1954 Code to a prior recovery. 

The following situations and resulting Federal income tax consequences 
while not all inclusive, are generally representative of the cases which have 
been or may he encountered in connection with the application of the War 
Claims Act, as amended. As used in these situations, the term “Federal income 
tax” refers to all applicable taxes under the above-cited chapters of the 1939 
Code and under subtitle A of the 1954 Code. 

Situation (1) W Corporation sustained a war loss within the meaning of 
section 127(a) (2) of the 1939 Code of a single piece of property. However, the 
lossdid not result in a deduction which reduced the amount of tax due as shown 
oil the taxpayers return. A [p. 194] cash award was made by the Foreign Claims 
Settlement Commission to the taxpayer. 

Answer. Since the war loss did not result in any Federal income tax reduc- 
tion, W Corporation received no tax benefit within the meaning of section 206(b) 
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of the act and there was no reduction in the amount of the award from the 
Foreign Claims Settlement Commission by reason of that section. No portion of 
the award is excludable from gross income under section 206(b) of the act. 

However, the award is a recovery within the meaning of section 1332 of the 
1*134 Code and its taxability is determined in accordance with the provisions 
contained therein. 

Situation (2). X Corporation sustained a war loss within the meaning of 
section 127(a) (2) of the 1939 Code of a single piece of property. The amount 
of the loss was iia? dollars. The portion of the loss which resulted in a deduc- 
tion which reduced taxpayer’s Federal income tax for the year of the loss 
amounted to 4® dollarB and taxpayer's income tax was reduced by 2® dollars. 

Prior to applying the provisions of section 206(b) of the act, the Foreign Claims 
Settlement Commission determined that the gross award to the taxpayer for 
his claim should tie in the amount of 5 a? dollars. 

Answer. The gross award approved by the Foreign Claims Settlement Com- 
mission in the amount of 5® dollars was reduced by the amount of Federal in- 
come tax benefits previously received, an income tax reduction here of 2® 
dollars whieh resulted from the deduction of 4% dollars of the loss. Consequently t 

.V Corporation's net award determined by the Foreign Claims Settlement Com- 
mission of Hit dollars (5.3? dollars less 2® dollars) is exempt from tax under 
section 20(1 (b) of the act. 

Situation (3). Y Corporation sustained a war loss within tiie meaning of , 

section 127(a)(2) of the 1939 Code of a single piece of property in the amount 
of 12® dollars. A reduction of income tax of Y Corporation of !® unbars resulted 
from the deduction of the 10® dollars of the war loss, the remaining 2.r dollars of 
(lie war loss not resulting in anv fax benefit in ) Corporation. In a subsequent 
taxable year prior to its present claim with (lie Foreign Claims Settlement 'Com- 
mission. 1 Corporation experienced a recovery with respect (*> (he war loss in the 
amount of 5-r dollars. 2a? dollars of which wa- excluded from its taxable income 
for that, taxable year (12.r dollars less 10® doll irs being 2® dollars) and 3,r dollars 
of which resulted in an increase of Federal income tax of 1® dollars for that vein 
pursuant to section 1332 of the 1954 Code. 

Ansirer. Since the taxpayer received a prior recovery of 5r dol'ers on neciunt 
of the same lose, the Foreign Claims Settlement Commission first reduced the 
goss award of 12® dollars determined by it wlili respect to the loss by the amount 
of such 53 “ dollars pursuant to the provisions of section 206(a) of the act. leaving' 
an amount of 7® dollars. Under section 206(b of the act, the Commission deter- 
mined that the prior tax benefit of Ax dollars had been reduced by the increase 
of tax of l.i? dollars in the taxable year of the prior recovery of 5® dollars, result- 
i ag in a net tax benefit of 3® dollars by which I lie gross award of 7 j* dollars w as to 
be reduced. Hence, tiie net award determined by the Commission of 4;r dollars 
<7® dollars less 3.® dollars) is exempt from Federal income taxes under section 
206(b) of the act. It will Tp. 7951 be noted dial a similar computation would, 
have been made by (he Foreign Claims Settlement Commission if the prior re- 
covery had resulted in an increase in Federal income tax in the taxable year of 
recovery us the result of the provisions of section 1333 of the 1954 Code (if an 
election had been made bv the taxpayer in accordance with the provisions ot sec- 
tion 1335 of the 1954 Code,) except that the amount of the reduction of the prior 
(ax benefit might have been different. This would depend on whether the Increase 
of the Federal ircome tax of the taxpayer for (he taxable year of recovery under 
section 1333 of the 1954 Code was other than the amount of 1.r dollars actually 
found in connection with the application of section 1332 of the 1954 * ’ode to the 
recovery. 

Situation (41. 7, Corporation sustained a war loss within the meaning of „ 

section 127(a) (2) of the 1939 Code of two properties in the amount of 8a? dollars 
and 4® dollars, respectively. The total amount of the less was deducted by 7, 
Corporation on its return and its tax was reduced 6® dollars thereby. Z Corpora- 
tion's claim in tiie amount of 4® dollars covering the loss of the second property 
was approved bv the Foreign Claims Settle* tent Commission in an amount of 
3® dollars. There was no award with respect to the first property. 

Annr.er. Where a war loss deduction is tak< i with respect to two or more prop- 
erties and an award is made for only one property, the amount of the reduction 
in ihe award of the Foreign Claims Settlement Commission for any prior tax 
benefit, is determined bv the Commission by reference to the portion of the prior 
i ix benefit attributable no the deduction taken for the loss on the property for 
which the award is to he made. Tlius, Z Corporation, is considered to have a tax 
benefit of 2® dollars attributable to the loss on the property for which the Foreign 
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Claims Settlement Commission lias made an award since 4x dollars bears the 
same ratio to the total loss of 12a- dollars as 2 a> dollars bears to the total prior 
tax benefit of 6a; dollars. The gross award of 3® dollars was therefore reduced 
by 2% dollars and the balance of lx dollars is excludable from gross icome under 
section 206(b) of tlie act. 


*% 


[Ed. Note. The following is Mr. Clonafay’s response to the tax 
information request by the subcommittee.] 

International Plaza, 
Englewood Cliffs, N.J., December 11, 1971f. 
Ite Taxation of awards granted to individual awardees. 


Mr. William Westpiial, 

Chief Counsel, Subcommittee on Improvements of Judicial Machinery, Dirksen 
Senate Office Building, Washington, D.C. 

Dear Mr. Westpiial: Pursuant to the request of the Subcommittee on the 
War Claims Ac-t amendments made at the time of our testimony, I herewith 
submit a statement regarding the contention of Messrs. Herman and Roever 
that Section 20G (b) of the Act places corporate awardees in a more advan- 
tageous tax position than individual awardees are able to obtain. 

This statement said : All individual awards are subject to taxation, and where 
the payment of a War Claims award has resulted in a gain, individual award 
holders have paid taxes on that gain. Thus, corporate recoveries, by virtue of being 
tax free, have been of greater benefit to corporations than individual recoveries 
have been to individual award holders. 

In response to this contention, we submit the following points for your 
consideration . 

(1) The proponents of the individual priority amendment are not stating 
that any awards received by individuals are taxable, but that, “where payment 
of a War Claims award lias resulted in a gain (emphasis added) individual 
award holders have paid tax on that gain.” 

(2) Special provisions of the Internal Revenue Code apply to War Loss 
Recoveries (see Sections 1331-1337 and applicable regulations). Briefly stated, 
these sections provide that recoveries are exempt from inclusion in gross income 
until the taxpayer has recovered an amount equal to his unused "allowable 
deductions” in prior years. Allowable deductions are defined as “any deduction 
to which the taxpayer is entitled on account of any war loss property, regardless 
of whether or not such deduction teas claimed by the taxpayer . . .” (See Regula- 
tions Section 1.1332-1 (b) (4) ). In no case is an individual awardee's payment 
taxed at ordinary rates, except to the extent of actual deductions taken by the 
taxpayer, whicli resulted in tax benefits in prior years. Furthermore, amounts 
recovered which are in excess of the allowable deductions are subject to special 
rules including treatment as gain from the involuntary conversion of property. 

(3) A hypothetical case will provide an example of the law’s applicability. 
Suppose an individual sustained §50,000 in war losses which were deductable but, 
for one reason or another, was not able to avail himself of any tax benefits 
(this being contended by Messrs. Herman and Roever. See Statement, pages 
9-11). Upon receipt of his §50,000 award payment, the individual would not be 
required to include his award as gross income because his award is offset by the 
amount of "allowable deductions” which lie was unable to utilize at the time 
of the loss. 


(4) It clearly follows then, that If an individual did not take any deductions at 
the time the loss was sustained, then the individual’s recovery is, to the extent 
of the allowable deductions, tax exempt and it is wrong to suggest otherwise. 

We would he grateful if this letter could be made a part of the hearing record 
immediately following our testimony. 

If I may answer any further questions regarding this matter please do not 
hesitate to contact me. 

Very truly yours, 


Stephen R. Conafay. 


Senator Burdick. That concludes our hearings and the committee 
will be in aclj ournment. 

[Whereupon, at 4 p.m., the subcommittee adjourned subject to the 
call of the Chair.] 
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